spit Winey 
Phy RT RL Te 
decal ii y ait Heth iret 
i ih sips sii aa ; i 


a 
i 


Hh 


ee ae 


PS 


case 


ie 


Vat 


iy 


at 


; a LAR y uf iy 
te a can ; 
enn : a 4 


it > 


ne 
f 
- 
/ 
pa 
1 ip f od ' , i 
4 j } é ; e hy N 
Yur " 
my 
fat 
‘ ‘ 
‘ 
-) # 
nf "i> ' ‘ 
- i) 
‘ 
‘ 
‘ 
> ’ Ls 
‘ ~~ Y 
A 
j 
' 
i 
v i 
N 
a ? 
' ' 
d " / * ( 
BA 
s 
é 4 
ae | 
‘ 
~~ W 
‘ 
' 
} 
} vA 
i | . 
a ‘ 
; ei 
z] 
? 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31 761115540700 


. A Ec 


Pe EF 


ECONOMIC COUNCIL OF CANADA 


mie 


BACKGROUND TO THE BULLETIN 


In introducing the Economic Council of Canada 
Act more than 13 years ago, Prime Minister Lester B. 
Pearson expressed the hope that the Council would 
be an effective instrument for creating in Canada ‘’the 
kind of economic understanding that we need if we 
are to make the most of our resources, achieve and 
maintain high levels of employment, make our 
economic growth adequate for that purpose and 
compete successfully as we must in the new trading 
world....’’ On the basis of in-depth economic 
analysis, the Council has offered advice on both 
government and private policies concerning the 
achievement and maintenance of good performance 
relative to national potentials and goals. Along these 
lines, it has also given advice about programs, 
institutional changes, information needs, and other 
matters. 

It has attempted to develop wider public under- 
standing of the nature and complexity of economic 
matters, of the problems faced, and of the implica- 
tions of various policies. And it has sought to foster 
greater public participation in formulating solutions. 

To this end, the Council publishes a wide range of 
reports and studies, maintains close working relations 
with many other bodies and groups on an informal 
basis, and arranges and participates in various confer- 
ences and meetings across the country. These contacts 
allow the groups involved, including the Council, to 
exchange opinions, to better understand each other's 
concerns for the long-term future of the Canadian 
economy, and to propose possible solutions. 

The main duty of the Council is to sound out 
Canada’s medium or longer term future by examining 
the forms that the future may take, since the only 
way to guard against possible difficulties is to make 
decisions early enough to avoid them. In doing this, it 
sheds light on present-day problems by placing them 
in a wider background, in a context beyond that of 
our day-to-day lives. 

The goal of this bulletin is to inform a wider 
public of the Council’s concerns. 
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IS LIFE INSURANCE A \ 
GOOD WAY TO SAVE? 


When contemplating the purchase o e insurance, the 
potential buyer is confronted with two types of policies — 
standard insurance and term insurance. These two types of 
policies differ in duration: term insurance is available 
through one- or five-year contracts, while standard insur- 
ance policies are relatively long-term. There is, however, a 
more fundamental distinction. Unlike term insurance, 
standard policies are not solely concerned with protecting 
against losses incurred by death; in addition, they are a 
means of saving. However, the rate of return on savings thus 
accumulated is unclear since life insurance companies do 
not disclose the yield on the savings element of standard 
policies. Hence, it is difficult to compare this investment to 
other financial assets. 

Jacques Babin, an economist with the Council, approa- 
ches this problem by using figures from some of the 
major life insurance companies in Canada to calculate the 
yield.’ A standard insurance policy has two components: 
protection against the risk of death and savings. To isolate 
the savings from the protection element, he estimates the 
latter as equal to the alternative protection offered by term 
insurance. Five-year term insurance contracts may be suc- 
cessively renewed to equal the duration of long-term 
standard insurance policies. As well, until age 65 or 70, 
they can be converted into standard insurance. Therefore, 
the protection given by a $10,000 standard insurance 
policy held for twenty years is deemed equivalent to the 
premium paid on a thrice-renewed $10,000 five-year term 
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renewable and convertible insurance contract. The guaran- 
teed insurability clause (without medical) of this type of 
term insurance provides the same protection as that offered 
by standard insurance. 


His calculations reveal that the yield on life insurance 
savings is relatively low. Three types of standard insurance 
policies are considered: participating polices, which yield 
dividends; non-participating policies, which do not; and 
endowment policies, which specify a date when their cash 
surrender value, which is the return on savings, will reach 
their face value. At best, participating policies offer a rate 
of return of approximately 5.5 per cent. Endowment 
policies rank second with a yield of about 4.6 per cent and 
non-participating policies offer the least return — about 4.1 
per cent. In addition to these low yields, investment in 
standard life insurance appears to carry a number of risks. 


One of the main assets of a standard insurance policy is 
its cash surrender value — that is, the return on the savings 
element as opposed to the face value of the contract. This 
can be voluntarily withdrawn at any time during the policy, 
thus effectively terminating the contract. However, should 
the contract be ended because of death, the cash surrender 
value is reduced to zero. Therefore, its value as an asset is 
uncertain, depending on the probability that the insured 
will survive. 


A further source of uncertainty stems from the fact that 
rates of return are dependent on the length of the assumed 
holding period. The yield could even be negative if the 
policy-holder withdraws in the early years of the 
contract. In the twenty-year contracts studied, termination 
after the third year would yield an average rate of return 
ranging from ~68.2 per cent on a non-participating policy 
to - 17.4 per cent on endowment insurance. A minimum of 
seven years was necessary before the return became 
positive. The maximum yield could generally be obtained 
only by holding the policies to maturity. 


Life insurance policies do offer an advantage in terms of 
liquidity. The insured can borrow up to 90 or 95 per cent 
of the accumulated cash value of his contract at generally 
favourable interest rates. However, during the early years of 
the policy, only part of the net level premium reserve is 
held for this purpose; the rest of the premiums he has paid 
go to the insurance agent as commission. Therefore, in the 
first few years of this contract, the insured can borrow only 
on a portion of his investment. 


Given the interest rates available on other financial 
assets, the low yield and the uncertainties associated with 
standard life insurance policies make them a relatively poor 
investment. Although the figures upon which this research 
is based are from 1973 and are likely to have improved 
since then, Mr. Babin maintains that correspondingly higher 


interest rates make this conclusion equally as applicable in 
1976. 


1. Jacques Babin, Rates of Return on Life Insurance Savings, 
Discussion Paper No. 52. 


PUBLICATIONS 
OF THE COUNCIL 


The Council now issues seven series of publications, or 
eight, if we include this information bulletin. Of these, six 
are available to the public in both official languages. The 
technical studies in the Discussion Paper series are available 
in limited number in the author’s language only. 

Two of the six publication series are consensus docu- 
ments, that is, they contain the conclusions and recommen- 
dations of the 28 members who form the Council. The first 
consists of the Review, which the Council must publish 
each year and which examines the medium- and long-term 
prospects and problems of the Canadian economy and the 
best way, in the opinion of the Council, of achieving a 
balanced and sustained economic growth. The Reports, 
which the Council undertakes on specific subjects such as 
competition policy, the means of achieving a more stable 
growth in the construction industry, Canada’s trade policy 
and, earlier this year, the labour market and deposit 
institutions, constitute the second series. 


Apart from these consensus documents, the Council also 
publishes three other types of documents : the CANDIDE 
project papers, conference papers and reports, and research 
studies. 


— The CANDIDE Project Papers present the major charac- 
teristics of the econometric model — known as CANDIDE, 
an acronym of CANadian Disaggregated InterDepartmental 
Econometric Model — which is used by the Council in its 
research on the Canadian economy. 


— Conference Papers and Reports, as their names indicate, 
review the major themes and conclusions of: discussions 
held during the conferences organized by the Council. The 
best-known, the National Economic Conference held in 
1973 and 1974, was the subject of more than 20 reports 
covering numerous aspects of the Canadian economy, 
including inflation, energy and productivity. 


— Finally, in the Research Studies, the Council publishes 
the results of research carried out by its economists or, at 
its request, by researchers outside the Council. These 
studies are almost always carried out as part of the 
background preparation for a forthcoming Council report. 
Although they express only the author’s point of view, they 
often form, along with other works, the analytical basis of 
the Council’s observations and recommendations. 


Completing the list is the Annual Report of Council 
activities which the Council is required to publish at the 
end of each fiscal year. 


INFLATION: 


WHO IS RICHER, 
WHO IS POORER? 


Inflation is defined as an increase in the price of goods 
and services that forces households to spend more in order 
to obtain the same quantity of goods. Inflation thus creates 
an expenditure effect. This is the most direct impact of 
inflation. It is also the best-known effect of inflation in that 
regularly measured rises in the consumer price index 
provide a constant reminder of it. For individuals, inflation 
has an income effect which is often forgotten. That is, one 
earns more as the result of the increase in wages, pensions, 
social welfare benefits, annuities, and the like. Certain 
indexes give an idea of the importance of this income effect 
and they show to what degree it compensates for or 
exceeds the expenditure effect. No general index, however, 
can measure the impact of inflation on the real value of 
individual and household estates, which accumulate 
financial, real estate, and other assets on the one hand, and 
incur debts on the other. Inflation affects the value of their 
net assets, as measured by the wealth effect. This last effect 
cannot be ignored; an individual will be penalized by 
inflation if the sum of all three effects is negative, and he 
will benefit if it is positive. 

Robert Lacroix, professor at the University of Montreal, 
has just completed, for the Council, a first estimate of this 
wealth effect for the 1970-74 period.” He assumes that the 
estates of households and families have not changed since 
1970. This assumption, imposed by the lack of statistical 
data, effectively disregards the possibility of individual 
adjustments to inflation. Persons with assets, however, do 
not passively accept losses incurred by inflation. They seek 
to maintain the real value of their assets by modifying the 
composition of their estate, by increasing the number of 
assets whose nominal value increases with inflation, by 
altering the amount of their savings and debts, and perhaps 
by striving to profit from inflation through speculation. 
When inflation can be foreseen accurately, we may assume, 
according to Lacroix, that the individual has a fairly exact 
idea of the losses in capital or return he is likely to suffer, 
and that he takes the necessary steps to avoid them. By 
assuming that these adjustments did not occur, we ignore 
the ability of individuals to minimize their losses or 
maximize their gains, and we therefore amplify the negative 
wealth effect. However, the assumption that households 
and families have not changed their assets is more accurate 
during a period of sudden, unforeseen and persistent 
acceleration of the inflation rate. Under these circum- 
stances, adjustments are harder to make and the individual 
is more seriously affected by the change in the real value 
and return of some assets. 

After establishing two periods, 1970-73 and 1970-74, 
the author finds that, on average, individuals and families 
from all income brackets experienced a gain between 1970 
and 1973 in their real position, or wealth. This real gain 
varies between $36,787 for those whose income is more 
than $25,000, and $1,046 for those whose income is under 
$1,000. 


For the 1970-74 period, the figures change markedly, 
especially for those with the largest and smallest incomes. 
For those whose incomes are under $5,000, the addition of 
one more year to the time period under review sees the 
above gains turned into losses. For those whose incomes 
exceed $25,000, there is a sharp turnabout from a gain of 
$36,787 to a loss of $27,136. And for those whose incomes 
range from $6,000 to $15,000, the extension of the period 
to 1974 when consumer prices increased by 10.9 per cent, 
made a much smaller difference in the wealth effect on 
incomes. 

The results show that the size of real gain or loss hinges 
primarily on the increase in real estate values. Portfolios 
which include this type of asset appear to be best protected 
against inflation. Without real estate holdings, those earning 
between $5,000 and $25,000 no longer show gains over the 
four-year period. Those in the higher and lower income 
brackets experience more pronounced losses: with incomes 
of more than $25,000, the loss is $41,422 instead of 
$27,136; those earning less than $1,000 have their loss 
increased to $1,948 from $1,043. Conversely, savings and 
other deposits, Canada Savings Bonds and, in particular, 
commercial interest shares offered the least protection. 
Excluding commercial interest shares, the wealth effect for 
all income levels would have been positive, although less so 
for those at either end of the income scale. 

Even though the overall real gains or losses are not very 
substantial over a four-year period, and the wealth effect is 
much less important than general opinion might indicate, 
the important change to the figures that arises when the 
period is extended to 1974 seems to indicate that the assets 
of those persons with very small or very large incomes 
could be severely affected by persistent inflation. 


*Robert Lacroix, assisted by Daniel Chicoine, La richesse des 
particuliers et I’inflation. Economic Council of Canada, Discussion 
Paper No. 45. 


Although Canadian price performance slightly 
surpassed the average for most OECD countries in the 
early 1970s, it worsened in 1975 and the trend 
appears to be continuing. The Council’s concern 
about this situation is reflected in its THIRTEENTH 
ANNUAL REVIEW, to be released in mid-December. 
The Review focuses on inflation in Canada, examin- 
ing who benefits or loses among governments, firms, 
and households. It discusses how inflation influences 
decision-making, referring to the collective bargaining 
decisions of management and labour. Special atten- 
tion is paid to the impact of the government’s anti- 
inflation policy, including its controversial wage and 
price controls. 

The Thirteenth Annual Review, entitled “The 
Inflation Dilemma’ (Catalogue No. EC22-1/1976) 
can be obtained through Printing and Publishing, 
Supply and Services Canada, Ottawa K1A OS9Q, or 
through any public library. 


HOW FAR SHOULD THE BANK ACT GO? 


A Comparison of the Reports by the Economic Council and the Department of Finance and their 
Proposals for Improving the Financial System in Canada 


Both the Economic Council and the Department of 
Finance agree that Canadian financial markets should be 
made more efficient so that banking services can be 
provided at the lowest cost to both borrowers and 
depositors. In their reports, recently published a few weeks 
apart, they appear to offer the same solutions — that this 
must be achieved by making the financial system more 
competitive. However, the similarities between the reports 
are most evident in their objectives and in their general 
philosophy that efficiency depends on the degree of 
competition. In terms of practical application and concrete 
proposals, the similarities give way to differences — if not 
conflicts. 

Their divergence may be explained by the fact that the 
Economic Council devotes its report to all deposit institu- 
tions, rather than concentrating solely, or even primarily, 
on banks. It seeks to promote competition by amending the 
present status of trust companies, mortgage loan com- 
panies, caisses populaires, credit unions, and, like the 
Department of Finance, subsidiaries of foreign-owned 
finartcial operations. By contrast, the White Paper issued by 
the Department of Finance deals mainly with chartered 
banks and does not study the case of near-banks except in 
relation to possible reform of the payment system. 


Stimulating competition 


The Council’s broader approach is particularly evident 
when comparing the steps proposed by the two reports for 
promoting the entry of new firms into the banking sector 
to increase competition. The White Paper proposes that 
existing deposit institutions be authorized to exercise the 
same activities as banks, provided they acquire bank status 
by letters patent. This would place them under federal 
authority. However, the Council’s recommendations would 
offer them the same opportunities without requiring them 
to obtain bank status. All deposit institutions could 
therefore engage in the same activities as banks without 
having to change their present institutional forms and, 
therefore, without falling under federal jurisdiction. 

Furthermore, the Council recommends that all Canadian 
institutions or individuals who wish to engage in banking 
have access to this sector. To encourage their entry, there 
should be no restrictions placed on the assets structure of 
their firms. New banks could be created by one or more 
Canadians and remain entirely in their hands, provided their 
size and the number of their branches did not exceed a 
certain limit. 


According to the Council, another impediment to 
efficiency is the fact that certain activities are considered 
the private territory of banks. For example, only chartered 
banks are able to undertake financial leasing. Other 
institutions which could normally compete with them in 
this area are prevented from doing so by existing legislation. 
Healthy competition would require that all deposit institu- 
tions be allowed to engage in the same activities under the 
same restrictions. Thus, the Council’s report recommends 
that all deposit institutions should be allowed to undertake 
business loans, factoring, leasing, consumer loans and 
issuing of credit cards, and should participate directly in the 
cheque payments system without necessarily acquiring 
bank status. Here again, the Council goes further than the 
Department of Finance and shows more determination to 
stimulate competition. 

The White Paper remains silent on the subject of bank 
credit cards, while the Council concludes that the mono- 
poly enjoyed by banks in this area is one of the most 
flagrant obstacles to competition. Although the White 
Paper recommends that near-banks should be able to make 
business loans, it does not foresee this opportunity being 
offered to trust companies because of possible conflicts of 
interest. The Council deems, on the contrary, that these 
firms should be able to make business loans, provided they 
agree to separate their fiduciary activities from their 
financial intermediary operations. 

There are also major differences between the reports on 
the subject of restrictions. For example, the White Paper 
anticipates imposing reserve requirements on deposit insti- 
tutions who become members of the Canadian Payments 
Association. The Council recommends that all institutions 
should be subject to this restriction whether or not they are 
members of this association. It also states that the level of 
these reserves should be the same for all deposit institutions 
and should be lowered from present requirements, which it 
finds too high. 


Respecting certain constraints 


Competition between financial institutions is not, 
however, an end in itself nor an objective to be attained at 
any price. Moreover, efficiency is not the only factor that 
contributes to the quality of services provided by the 
financial system. Other elements must be taken into 
account, especially the protection of depositors and the - 
present distribution of authority among the different levels 
of government. Adoption of the new concept of regulation 


suggested by the Council would require legislation ww treat 
all institutions engaged in the same activities alike. This 
system, which the Council calls a functional concept, may 
at first appear to raise jurisdictional problems. At present, 
deposit institutions are governed by both federal and 
provincial laws. Placing them under the same restrictions 
and making legislation uniform might lead to modification 
of the present distribution of power. After careful examina- 
tion of this matter, the Council concludes that the present 
division of responsibility between the two levels of govern- 
ment would not constitute an obstacle to implementation 
of this concept. There would therefore be no reason to 
change it to allow the federal government to dominate the 
financial system. The Council therefore recommends that 
near-banks be allowed to remain under provincial law while 
benefiting from increased powers. 


Finally, the Council's report, unlike the White Paper, is 
concerned with the protection of depositors. This protec- 
tion is guaranteed in principle by deposit insurance or by 
the reserve funds established by the deposit institutions 
themselves. The Council believes that universal deposit 
insurance for all financial institutions is the best means of 
affording equal and adequate protection to all depositors. 
Unlike the system of reserve funds, this would have the 
advantage of limiting the total resources that the institution 
could devote to its depositors in case of difficulties. The 
Council therefore recommends that deposit insurance 
should be extended to all institutions established under 
provincial law and that the borrowing power of the Canada 
Deposit Insurance Corporation should be increased to 
correspond more closely to the amount of funds insured. 
According to the Council, the borrowing limits placed on 
certain institutions to guarantee their solvency are no 
longer an effective instrument for ensuring depositor 
security because they may produce just the opposite effect. 
It therefore recommends their removal. 


These are the most noticeable differences between the 
positions of the Council and the Department of Finance. 
While both aim at increasing competition, the White Paper 
often gives the impression that it would attain this goal by 
allowing banks to engage in all financial activities. The 
tendency would therefore be to modify banking legislation 
rather than to reexamine all laws regulating the different 
deposit institutions, as suggested in the Council’s recom- 
mendations. However, these differences may be attributed 
to the diverging concerns of the two reports. The purpose 
of the White Paper is to study the Canadian financial 
system only in relation to the decennial revision of the 
Bank Act. Since the scope of the Council’s inquiry is 
broader — going beyond the Bank Act to assess the entire 
financial system — its recommendations could be expected 
to be more far-reaching. 


*Economic Council of Canada, Efficiency and Regulation, A Study 
of Deposit Institutions. (Ottawa, Supply and Services Canada, 
1976) 

Department of Finance, Canadian Banking Legislation, August, 
1976. (Ottawa, Supply and Services Canada, 1976) 


CREDIT CARDS AND 
THE CONSUMER 


By 1974, more than two million bank credit cards were 
in active use, compared to less than 100,000 six years 
earlier, and they were being accepted by 196,000 retail 
outlets. Chargex and Master Charge offer the usual advan- 
tages of credit card use: card holders may make purchases 
without carrying large sums of cash and, since payment is 
guaranteed by the card issuer, retailers can reduce the risk 
of cash loss by accepting valid credit cards over cheques 
from unknown customers. In addition, the general-purpose 
nature of the cards does not limit consumers to purchases 
from a particular retailer, as do department store cards. 


However, the Council believes that the present system of 
bank credit cards is not as efficient as it might be. This is 
partly due to the fact that the current pricing mechanism 
does not allocate the costs of the service fairly among those 
who use it. Retailers now carry the full cost of the system. 
They are charged between 1% per cent and 5% per cent of 
the value of each transaction by the chartered bank 
operators. However, they are not allowed to regain any of 
this cost by raising prices for those making purchases with 
credit cards. Hence, prices may be raised for all purchasers 
in order to absorb the charges. Consumers who pay cash 
may therefore effectively bear the cost to retailers who 
accept cards, despite the fact that they are not benefiting 
from the system. 


Moreover, credit is now extended to card users without 
formal interest for a period of several weeks. The consumer 
is not charged interest over the interval between purchase 
and date of payment and can earn interest on the amount 
of delayed payment. However, the implicit interest expense 
of credit card use is likely to be greater than the interest 
earned on the consumer's balance during this period. If 
consumers were charged the costs to them of using credit, 
they could decide to accept that cost or use some other 
method of payment. With card holders consequently more 
conscious of the costs of this type of credit, the illusion of 
“free’’ credit card use could be dispelled. Also, with costs 
shared more equitably between card holders and retailers, 
issuers would have incentive to become more competitive in 
the range and price of services offered to both. 


Another inefficiency stems from the fact that char- 
tered banks have exclusive control over these cards. This 
impedes the competitiveness of deposit institutions. As the 
use of general-purpose cards becomes more widespread, 
consumers will be less attracted to near-banks which cannot 
offer this service. 


To solve this problem, the Council recommends that 
chartered banks be required to licence deposit institutions 
wanting to join their credit card systems. A fee would be 
charged for this right in order to compensate existing 
members for the costs of introducing and developing their 
system. Any disagreement as to the reasonable terms and 
conditions for this payment would be referred to an 
arbitrator appointed by the Supervisor of Deposit Iristi- 
tutions. 


THREE POINTS OF VIEW — DIFFERENT 
BUT NOT CONTRADICTORY 


Three reports recently released under the auspices of the 
Economic Council investigate various aspects of the impact 
of unemployment insurance (UI) on the rate of unemploy- 
ment. Although their conclusions differ, this reflects the 
different approaches used by the authors in their research 
rather than any contradiction in their findings. Taken 
together, they provide a complementary analysis of the 
problem, particularly with respect to the relationship 
between the unusual labour market conditions which 
occurred immediately after 1971 and the revisions to the 
Ul Act that year. 

The new Act extended coverage to all but the self- 
employed, increased the maximum weekly benefit and the 
ratio of payments to earnings, and established more liberal 
eligibility requirements. Subsequently, seasonally adjusted 
unemployment rose despite an increasing number of job 
vacancies. While the authors generally agree that these 
events were caused by the 1971 revisions, each study 
focuses on a particular dimension of the relationship. 

Green and Cousineau' were primarily concerned with 
the effect of the 1971 Act on the unemployed segment of 
the national labour supply. They found that the more 
generous UI benefits would strengthen the incentive to 
remain or become unemployed, increasing the measured 
unemployment rate from between 1 to 1.5 percentage 
points on this account alone. However, other factors may 
have been operating as well, as noted in the study by Swan, 
MacRae and Steinberg’. They confined their research to 
the Maritimes and were specifically interested in the overall 
size of the regional labour force. As well, they concentrated 
on the effects of Ul on employment rather than unemploy- 
ment. Finally, Cook, Jump, Hodgins and Szabo? limited 
their study to the macro-economic impact of the revised 
Act, excluding the concomitant costs and benefits discussed 
in the earlier studies. 


Its impact on the size of the labour force. . . 


In combination, these studies thus present the effect of 
U! on unemployment. On the supply side, they indicate 
that labour force participation and employment rise with 
higher U! payments. People may be encouraged to join the 
work force, or delay leaving it, at least long enough to 
qualify for UI benefits. In particular, Swan observes 
increased participation rates and employment levels for 
women and young people. 

Green and Cousineau found that UI! also increases the 
numbers of those voluntarily unemployed. In part, they 
attributed the strength of the work disincentive to the 
changing composition of the labour force noted by Swan. 
Secondary workers from multiple-earner families comprised 
a larger proportion of the unemployed by 1971, while the 
number of unemployed heads of families had declined by 
13 per cent since 1964. 


Under these conditions, higher UI benefits facilitated a 
more selective job search than would have been possible for 
those unemployed in the past. The consequent lengthening 
of periods of unemployment is reflected in higher unemp- 
loyment rates. While this reduces national output, the 
authors argued that the loss may be offset by the improved 
productivity likely to accompany greater worker satisfac- 
tion with his job. 


...and the demand for labour 


On the demand side, both Swan and Cook found that 
the new Act was clearly expansionary. Since the unemploy- 
ed were ensured of greater purchasing power than they 
could otherwise have expected, Swan observed that demand 
for goods and services increased, causing employment to 
rise to meet output requirements. 


According to Cook, traditional fiscal measures could 
have been used to obtain essentially the same results at the 
national level. For example, had personal income tax been 
reduced by an amount equal to the benefits paid by the 
government, the additional increase in personal disposable 
income could have similarly stimulated the economy. 
Without the new UI Act, and in the absence of all other 
expansionary fiscal policies, the study finds that unem- 
ployment rates would have been almost 1 percentage point 
higher in 1973. 


However, the effect of UI on labour market behaviour 
cannot be determined by subtracting this 1 per cent 
decrease from the 1 to 1.5 per cent rise in unemployment 
estimated by Green and Cousineau. The former figure 
represents the immediate result of the revisions to the Act 
before the market has absorbed their expansionary impact. 
It is the latter which indicates the long-term effects of the 
program. That is, the new Act stimulated demand only over 
the short term but its effects on labour market behaviour 
were more lasting. It is important to note here that these 
are the national effects of UI, since somewhat different 
results may be observed at regional levels. Canada’s future 
economic growth will therefore be accompanied by higher 
unemployment rates than those occurring at similar growth 
levels before the changes to the Act. 


In comparing these studies, we note that none are 
endorsed by the Council. This is perhaps a good oppor- 
tunity to re-emphasize the difference between Reports 
issued by the Council and background, or research studies, 
such as the three discussed here. The latter are carried out 
by economists, within the Council or outside, and reflect 
the authors’ views rather than those of the Council. 


1. C. Green and J.-M. Cousineau, Unemployment in Canada: The 
Impact of Unemployment Insurance. 


2. N. Swan, P. MacRae and C. Steinberg, Income Maintenance — 
Programs: Their Effect on Labour Supply and Aggregate — 
Demand in the Maritimes. 


3. P.A. Cook, G.V. Jump, C.D. Hodgins and C.J. Szabo, Economic 


Impact of Selected Government Programs Directed Toward the 
Labour Market. 


FORTHCOMING REPORTS: 


A Look at Development 


The Council has decided to undertake a study of 
Canada’s long-term options regarding its relations with 
developing countries. In ‘‘Looking Outward” * the Council 
evaluated Canada’s various commercial policy options. 
However, that report dealt mainly with trade relations 
between Canada and the developed countries and touched 
only briefly on Canada’s relations with developing coun- 
tries. 

It is important that Canada consider the latter as it 
assesses its role in a changing international economic 
structure. The recent energy crisis amply demonstrated that 
both rich and poor countries share the same problems in 
the face of more pronounced scarcities. As well, the 
economies of all countries have become even more closely 
intertwined with the evolution of the global business cycle. 
The 1970s have witnessed worldwide inflation, with the 
inflation rate of one country influencing the problem in 
others. It is in this expanded international context that 
Canada must determine the nature of its relationship with 
developing countries. 

Central to this discussion must be an awareness of the 
socio-economic gaps between rich and poor countries. 
Hence, the primary objective of Canadian relations with 
developing countries should be to speed up their develop- 
ment. The important implications of this goal for Canadian 
policies in the areas of trade, investment, aid, and immigra- 
tion will therefore be a major focus on the upcoming 
report. 


*Economic Council of Canada, Looking Outward — A New Trade 
Strategy for Canada. |nformation Canada, Ottawa, 1975. 


Regional Disparities: Looking 
for New Development Policies 


The Council’s concern with regional economic problems 
is not new. It has discussed the issue of regional disparities 
and made recommendations in almost half of the twelve 
Annual Reviews it has published to date. Last year’s Review 
showed that regional differences in income per person have 
narrowed over the last forty years. However, it noted that 
the process is too slow and tends to replace income in- 
equalities with disparities in productivity. The Council is 
now undertaking a more comprehensive study of regional 
inequalities. Its report, devoted entirely to this problem, 
will likely be released within the first few months of 
next year. 

Geographical barriers, natural resources, and transporta- 
tion facilities have been important determinants of regional 
variations in the past and continue to be significant. How- 
ever, as the Canadian economy has matured over the last 


50 years other factors have assumed increasing importance. 
Some of these are due to the changing structure of the 
economy. For example, there has been a shift in demand 
for labour with more formal education and training. Con- 
sequently, investment in human capital has become more 
important in promoting economic growth and thus in 
accounting for regional inequalities. Other factors explored 
by the Council include regional variations in: the degree 
of urbanization; the level of market demand for the produc- 
tion of regional firms; the extent to which advanced tech- 
nological methods are available and in use; and the effi- 
ciency with which local labour markets operate in matching 
workers to jobs. 

Current federal and provincial policies dealing with 
regional problems appear to be based on a rather narrow 
view of the possible causes of regional disparities. Through 
its forthcoming report, the Council hopes to provide a 
broader basis for orienting future regional development 
policies. 


THE MYTH OF SMALLER 
CLASSES IN SCHOOLS 


Smaller class size does not improve students’ academic 
performance; in fact, the optimum class size for achie- 
vement appears to be between 30 to 40 students. Contrary 
to general belief, classes smaller than this tend to be less 
effective. 

This was one of the conclusions of Henderson, 
Mieszkowski, and Sauvageau after they studied data on 
students moving from kindergarten to grade 3 in Montreal's 
Catholic French-language schools.” Their findings have 
important implications for educational policy-makers. 

The association of class size with the quality of 
education has had obvious consequences for school 
budgets. Since teachers’ salaries constitute a large part of 
expenditures, the trend towards lower student-teacher ratio 
has resulted in higher budgetary costs. Within individual 
schools, this assumption may cause limited funds to be 
diverted towards hiring more teachers at the expense of 
developing a variety of educational programs and facilities. 
Hence, the results of this study indicate the possibility of 
significant resource savings with larger class sizes. 

According to the authors, one of the main influences on 
students’ performance is the achievement and ability of 
their fellow students in the classroom. Called the peer 
group effect, it ranks in importance next to pre-school !O 
and family background. By changing the composition of 
students in the class, policy-makers can regulate this effect 
to conform with achievement objects. 

Thus, the study disproves the belief that smaller class 
sizes will improve the efficiency of the school system. 
However, the authors point out that lower student-teacher 
ratios may make the learning experience more enjoyable by 
allowing teachers to devote more time to particular 
students. 


*V. Henderson, P. Mieszkowski and Y. Sauvageau, Peer Group 
Effects and Educational Production Functions. 


The following REPORT and STUDIES have been published by the Economic Council over the last three months. 


They are available through Printing and Publishing, Supply and Services Canada, Ottawa K1A OS9. DISCUSSION 
PAPERS are made available in limited number through the Secretary of the Economic Council. 


A REPORT 


Efficiency and Regulation. A Study of Deposit Insiitucions. 
(EC22-47/1976, $5.00 in Canada, $6.00 other countries) 

To assess the efficiency of the Canadian financial 
system, this report studies the environment in which 
deposit institutions now function and evaluates their 
performance. It finds a number of sources of inefficiency 
and concludes that, to remove them, the regulations 
governing financial institutions must become more flexible 
and competition between institutions must be stimulated. In 
line with this central theme a number of recommendations 
are made pertaining to both Canadian institutions and Cana- 
dian subsidiaries of foreign-owned banks. A summary of 
this report is available without charge from \|nformation 
Service, Economic Council of Canada, P.O. Box 527, 
Ottawa K1P 5V6. 


SEVEN STUDIES 


C. Green and J.-M. Cousineau, Unemployment in Canada: 
The Impact of Unemployment Insurance. (EC22-38/1975, 
$5.00 in Canada, $6.00 other countries) See page 6. 


N. Swan, P. MacRae and C. Steinberg, Income Maintenance 
Programs: Their Effect on Labour Supply and Aggregate 
Demand in the Maritimes. (EC22-41/1976, $3.00 in 
Canada, $3.60 other countries) See page 6. 


P.A. Cook, G.V. Jump, C.D. Hodgins and C.J. Szabo, 
Economic Impact of Selected Government Programs 
Directed Toward the Labour Market. (EC22-43/1976, 
$3.00 in Canada, $3.60 other countries) See page 6. 


David A. Wilton, An Econometric Analysis of the Canada- 
United States Automotive Agreement. (EC22-40/1976, 
$3.00 in Canada, $3.60 other countries) 

The author finds that the Automotive Pact has had a 
favorable impact on the Canadian economy. This is 
reflected in the improvement in output, employment, and 
current account of the balance of payments in 1971, at the 
end of the first seven years of the Agreement. 


Joseph H. Chung, Cyclical Instability in Residential Con- 
struction in Canada. (EC22-30/1975, $4.25 in Canada, 
$5.10 other countries) 

The report examines the forces making residential 
construction the most unstable of all construction sectors. 
A number of solutions are suggested, including stabilization 


of the flow of mortgage loans from private institutions and 
the Central Mortgage and Housing Corporation. 


Vernon Henderson, Peter Mieszdowski, and Yvon Sauva- 
geau, Peer Group Effects and Educational Production 
Functions. (EC22-45/1976, $3.00 in Canada, $3.60 other 
countries) 

The authors find that a major determinant of students’ 
academic achievement is the performance and ability of 
their fellow students in the classroom. This influence, called 
the peer group effect, appears to be the most useful tool for 
increasing the efficiency of the educational system. 


Paul Malles, Canadian Labour Standards in Law, Agree- 
ment, and Practice. (EC22-44/1976, $3.25 in Canada, 
$3.90 other countries) 

This study represents the first major attempt to relate 
the development of Canadian labour standards legislation to 
collective bargaining in order to determine its effect on 
working conditions. The author then describes current 
trends in employment conditions and suggests methods 
by which these conditions may be further improved. 


FOUR DISCUSSION PAPERS 


No. 62, Gordon F. Boreham, Current Banking Policy and 
Practice in the United Kingdom, West Germany, and 
Australia. 

This paper investigates how these countries have changed 
their banking structures since the mid-sixties to create more 
competition in their financial systems. 


No. 63, Monique Frappier-DesRochers, Problémes et Limi- 
tes des Programmes Actuels d’Assistance Sociale. 

Social assistance has become the subject of much public 
criticism. The author examines its problems, with reference 
to four provinces, to determine the extent to which they 
could be solved by a system of guaranteed annual income. 


No. 64, Benjamin Higgins, The Process of Development. 

Noting the inadequacies of both neo-classical and neo- 
Keynesian thought and the lack of any one generally 
accepted theory of development since the 1950s, this 
paper shows the value of a unified approach to the develop- 
ment needs of each country. 


No. 65, Carlton Braithwaite, The Effects of Indexing On 
the Built-In Stability of the Canadian Economy. 

The author assesses the short- and medium-term eco- 
nomic effects of indexing of personal income taxes and 
personal transfer payments and discusses the implications 
of these effects for stabilization policy. 
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EDITOR’S REMARKS 


The first edition of the Economic Council of 
Canada’s Bulletin was printed and distributed in 
slightly over 5,000 copies. Circulation will gradually 
be increased since the declared objective of the 
Bulletin is to inform a wider public of the Council's 
activities. 

However, the Bulletin is not intended to become a 
mass-circulation periodical. Like everyone else we are 
limited by the resources at our disposal. Moreover, 
the primary purpose of the Bulletin is to serve as a 
link between the Council and those who, in their 
various roles as journalists, heads of associations, 
union leaders, private-sector economists, public ser- 
vants, members of Parliament, professors, etc., must 
keep abreast of developments in order to inform 
others. The Bulletin should therefore serve as a tool 
providing them with a short and concise summary of 
the Council's activities in a given area, as well as its 
recent and forthcoming publications. 

Nonetheless, the Bulletin is not a digest of all that 
is analyzed, written and published by the Council. 
The nature, current interest and importance of a 
certain result of a study are the reasons which lead us 
to present an intentionally short article on that 
particular aspect rather than to offer an abstract of 
the entire study. The information presented in the 
article may be taken from a chapter of a Council 
report, a paragraph in a staff study or Discussion 
Paper dealing with the author’s opinion only, or a 
comparison of results from research carried out either 
within or outside the Council. 

Nor is the Bulletin the official mouthpiece of the 
Economic Council of Canada. Even though, from 
time to time, the opinions and recommendations of 
either the Council or individual authors on current 
problems may be presented or repeated, the informa- 
tion and opinions published in the Bulletin are those 
of the Information Services and do not necessarily 
reflect the views of the members of the Economic 
Council of Canada. 


REFORMS IN BANKING: A 
PROBLEM OF JURISDICTION 


The federal government's proposed revisions to the Bank 
Act have met with considerable opposition from both the 
provincial finance ministers and the near-banks, especially 
the trust companies and caisses populaires. Of particular 
concern to these parties, and to the Economic Council, is 
the issue of jurisdiction raised by the government's recom- 
mendations. Near-banks are largely provincially incorpora- 
ted and regulated and some, such as the caisses populaires 
and credit unions, are entirely under provincial authority. 
However, the changes envisioned in the government's White 
Paper on banking would require a new division of respon- 
sibilities between the different levels of government. 

The White Paper proposes that near-banks be permitted 
to engage in the same activities as banks only if they acquire 
bank status — a procedure which would bring them under 
federal authority. As well, the government intends to open 
the cheque-clearing system to the near-banks; currently, 
chartered banks are the only members of the system and 
near-banks must clear their cheques through them. To 
belong to this system, near-banks would have to maintain 
non-interest bearing reserves with the Bank of Canada, as 
the chartered banks do now. 


... see page 2 
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...a problem of jurisdiction 


Objecting to the prospect of increased federal control 
over their activities, the near-banks have suggested that 
their reserves be deposited with financial institutions other 
than the Bank of Canada. The caisses populaires have been 
particularly critical of the attempt to blur the distinction 
between them and the banks. Nor have the provinces been 
willing to relinquish their authorities to the federal govern- 
ment. 

The Economic Council also has reservations about the 
need to increase federal control over the near-banks, It has 
warned that: the extension of federal jurisdiction over the 
activities of all deposit institutions is not only unnecessary 
in terms of their efficiency, but it may also create a major 
obstacle to the desired end* — that is, productive reform 
of the banking sector. 

The Council believes that the present division of authority 
between the two levels of government should remain un- 
changed. Rather than assuming control for the near-banks, 
the federal government should co-operate with the prov- 
inces in implementing the revisions to the Bank Act. 
Although the Council also advocates that near-banks hold 
reserves as a Condition of their direct access to the cheque- 
clearing system, it seeks to protect provincial authorities 
in this area. Accordingly, it recommends that these reserves 
be held e/ther at the Bank of Canada or at an approved 
depository, depending on the nature of the deposit insti- 
tution. 


*Economic Council of Canada, Efficiency and Regulation, A Study 
of Deposit Institutions. (Ottawa, Supply and Services Canada, 
1976) 


A New Performance Indicator 


Feed this into your computograph and see what 
comes out: The 13th Annual Review of the Eco- 
nomic Council of Canada is now on sale at local 
bookstores for $5. Now, my research into back copies 
at our library reveals this regression: 

No. 12 (in 1975) cost $4.50. 

No. 11 (1974) cost $4. 

No. 10 (1973) cost 3.50. 

No. 9 (1972) cost $2.50. 

No. 8 (1971) cost $3. 

Note that last one: The price went down between 
‘71 and ‘72, reflecting the recession of the time. Ever 
since, the price has increased — in excess of the AIB 
guidelines, by the way — and we have been expe- 
riencing inflation. 

So, the theory is this: You don’t have to spend the 
money to buy the review to find out what it says, just 
look at the price. If it is the same as last year, we are 
in a period of stasis. If it goes up, it’s inflation; down, 
it’s recession. 

Excerpt from the Vancouver Province, 
December 23, 1976, Lorne Parton. 


IMPROVING WORK 


THE COUNCIL’S POSITION AND 


Almost a year ago, the Economic Council published a 
major report” examining the various aspects of the 
Canadian labour market to determine how it might be made 
more efficient. As a result of its analysis, the Council 
submitted five recommendations to the government (see 
opposite page). The government has since adopted legisla- 
tion along the lines of the Council’s second and third 
recommendations and is considering further action in these 
areas. It is interesting to observe the extent to which the 
measures adopted or proposed by the government corres- 


pond to those advocated by the Economic Council. 
On the subject of unemployment insurance, the 


Economic Council recommended in March 1976 that the 
provisions of the Act be continually reviewed to prevent 
abuses and to encourage claimants to accept available jobs 
that are compatible with their skills and abilities. While 
supporting the goals of the Act, the Council noted that it 
inevitably produces some inequities and is vulnerable to 
abuse. To prevent such occurrences, the Council suggested 
that administrative efforts be strengthened to get those 
unemployed back to work and that jobs be created to 
absorb them. In the Council's eyes, these actions were 
preferable to other measures, such as shortening the 
duration of the benefit period, since such measures could 
harm those facing periodic and genuinely involuntary 
unemployment. 


The federal government has since begun to revise the 
Unemployment Insurance Act by, among other things, 
@ lengthening the normal two-week waiting period to a 
maximum of eight weeks for those who can in any way be 
considered voluntarily unemployed; 
® proposing that the minimum period of insured employ- 
ment necessary to qualify for benefits be increased from 
eight to twelve weeks, making it more difficult for those — 
with only a marginal attachment to the labour force to be 
eligible; | 
®@ proposing changes which would relate the benefit period | 
more directly to the number of insured weeks worked; | 
@ extending the qualifying period from 52 weeks to a 
maximum of 104 weeks for those not working because they 
were in an approved job-training program. 


As well, the Council recommended a periodic review of . 
the services offered by Canada Manpower Centres (CMCs) 
with the objective of tying these services more closely with 
those of the Unemployment Insurance (UI) Commission. 
Noting that the placement and training programs offered by 
the CMCs are not used extensively by employers and are 
generally limited to jobs requiring less skill, the Council also — 
advocated that a concerted effort be made to improve | 


———— 


CONDITIONS 


THE GOVERNMENT’S 


Manpower services. Towards this end, the Council envi- 
sioned a stronger, more formalized role for employer/ 
labour/government advisory committees as well as con- 
tinued experimentation with other options. 

Legislation to integrate the Unemployment Insurance 
Commission and the Department of Manpower and Im- 
migration was tabled in the House of Commons last fall, 
with a view to rationalizing the network of local UI offices 
and CMCs and therefore eliminating the shuttling of clients 
between UI offices and CMCs. One-stop centres would 
service clients faster and more systematically and would 
simplify the documentation required from clients. This 
system would also allow available resources to be used more 
efficiently to administer manpower and unemployment 
programs. The actual process of integration has already 
begun and, following passage of the legislation, will be 
completed by the end of this year. 

Finally, on the issue of job creation, the Council 
suggested that the federal and provincial governments take 
action immediately towards developing a program to create 
continuing auxiliary jobs linked to the unemployment 
insurance system. These auxiliary jobs should support 
existing public and private agencies. However, the Council 
stressed that persons so employed should not be viewed as a 
continuing source of subsidized labour. Nor should their 
work displace regular jobs. The Council estimates that such 
a program might cost about $1 billion. As such, it would be 
too large to be administered through existing job-creation 
programs and would require development of a totally new 
scheme. 

The Canada Works Program comes close in conception, 
if not in size, to the proposal advanced by the Council. 
Announced last fall, this will be a year-round program to 
provide employment when the private sector cannot. As 
such, it will be directed mainly towards high unemploy- 
ment regions. Existing community organizations, or the 
Private sector, will sponsor projects to meet real commu- 
nity needs. Wages will be based on the provincial minimum 
Wage and therefore will not exceed locally prevailing rates 
for the skills involved. People will be deterred from entering 
the labour market simply to join the Canada Works 
Program and participants will be encouraged to return to 
jobs in the regular labour market. 

Job-creation measures will also be directed at specific 
groups. In particular, students looking for summer jobs will 
be able to avail themselves of both a Summer Job Corps 
and a Young Canada Works program. 

*Economic Council of Canada, People and Jobs: A Study of the 


Canadian Labour Market. (Ottawa, Supply and Services Canada, 
1976) 


WHAT THE COUNCIL 
RECOMMENDS... 


Recommendation 1 

We recommend that Statistics Canada, with the 
co-operation of other departments and agencies, 
develop, publish, and analyse additional information 
with respect to employment, unemployment, turn- 
over, gross flows, and the wages and incomes of 
families and individuals. 


Recommendation 2 

We recommend continued review of the provisions 
of the Unemployment Insurance Act and its accom- 
panying regulations and administration. The objec- 
tives of the review would be to limit abuses of the 
Act and its regulations and to encourage claimants to 
take available jobs that are compatible with their 
skills and abilities. We also recommend continued 
re-examination of the services offered by Canada 
Manpower Centres, with the view to linking these 
services more effectively to those of the Unem- 
ployment Insurance Commission and increasing the 
effectiveness of the training and matching of jobs and 
workers. 


Recommendation 3 

We recommend that the federal and provincial 
governments take steps immediately to develop a 
program to create continuing auxiliary jobs linked to 
the unemployment insurance system and aimed par- 
ticularly at groups and areas faced with high unem- 
ployment. It would work through conditional grants 
to the provinces, municipalities, social service agen- 
cies, and participating business enterprises, and would 
be available to persons who would normally be 
eligible for unemployment insurance benefits. 


Recommendation 4 

We recommend that the private sector, including 
enterprise and labour, and all levels of government 
review their efforts and funding priorities with a view 
to enriching the opportunities, career content, flexi- 
bility, and productivity of the work environment for 
young and older workers, women with young chil- 
dren, and persons who are physically or otherwise 
handicapped or disadvantaged. 


Recommendation 5 

We recommend that federal and provincial govern- 
ments, in conjunction with labour and management, 
accelerate their efforts to reduce discriminatory entry 
barriers to jobs; to ensure adequate standards of 
employment and income for unorganized workers, 
including the removal of barriers to collective bar- 
gaining, the extension of minimum-wage coverage, 
and notice and severance pay in the event of layoff; 
and to provide better protection against occupational 
health hazards. 


Inflation Dilemma 


The Council has examined inflation in Canada, concentrating particularly on who benefits or 
loses among governments, firms, and households. Its analysis was the result of extensive 
research carried out by economists on the staff of the Council and published in the form of 
Discussion Papers. A list of these papers appears on page 7, and on the following pages we 


present some of their major findings 


IF THERE WERE NO CONTROLS... 


It will be a long time before we can determine what 
percentage of the slowdown in price increases registered in 
1976 was the direct result of the Anti-Inflation program. In 
fact, if there is general agreement on anything, it is on the 
impossibility of successfully undertaking such a calculation. 
Nevertheless, the economist is not at a total loss. Thomas 
Schweitzer! of the Economic Council has shown that it is 
possible to study the impact of controls on inflation, 
unemployment, and other economic variables by taking an 
arbitrary approach and assuming them to be 100 per cent 
effective. 


It is also possible to use economic projections to 
determine what would have happened throughout 1975-85 
if the government had chosen not to adopt any sort of 
anti-inflation policy whatsoever — that is, if neither 
controls nor monetary and fiscal policy measures had been 
imposed during the ten-year period. Under these circums- 
tances, the rate of inflation as measured by the annual 
increase in the consumer price index gradually declines to 
less than 7 per cent by the late 1970s. By 1985, it falls to 
approximately 6 per cent. Inflation’s present-day sidekick, 
unemployment, remains at about 7 per cent until 1980, and 
then declines to 6 per cent by 1985. 


Schweitzer compares the possible outcome of this no 
policy change approach to the results of two alternative 
approaches to inflation. These are the October 1975 
controls program and the traditional deflation policy 
consisting of both a sizeable increase in taxes (the average 
rate of direct taxation is increased by one-sixth) and a 


severe restriction of the growth in the money supply (its 
growth rate is decreased by one-third). Inflation declines 
somewhat faster under the latter policy, reaching 5 per cent 
by 1985 compared with 6 per cent without any anti-inflation 
policy. However, this is at the expense of unacceptably high 
unemployment rates of 8.5 per cent by 1980 and 9 per 
cent by 1985. 


In the case of controls which are assumed to be 100 per 
cent effective — that is, when prices and wages do not go 
beyond the established guidelines in those areas subject to 
controls — the rate of inflation fluctuates at first and finally 
drops to 6 per cent by 1985. Unemployment is less than 5 
per cent in the late 1970s but stabilizes at 6.5 per cent in 
the early 1980s. The uneven pattern followed by both 
inflation and unemployment is due to the lifting of 
controls, which was still planned for 1978 when the 
Schweitzer study was published. Schweitzer notes that 
inflation and unemployment resume their climb after 
controls are ended, rising faster the more effective the 
controls. 


In the current Canadian economic climate, the trade-off 
between unemployment and inflation therefore seems to be 
very unfavourable since even an extremely high unemploy-. 
ment rate would yield only a modest improvement in 
inflation. | 


| 

1. Thomas T. Schweitzer, Anti-/nflation Controls and Decontrol: A 
Multi-Sectoral Analysis, Simulations with CANDIDE 1.2M.— 
Economic Council of Canada, Discussion Paper No. 71. 

2. Dr. Schweitzer also included a number of other simulations to | 
take account of controls which were only 75 per cent effective | 
and the potential negative effects of a controls program on— 
productivity. For the purposes of this article, however, we have 
restricted the discussion to only three of his eleven hypotheses. | 


THE WAGE-PRICE SPIRAL 


Ever since the inflation rate soared, it has been widely 
held that the main explanation for the sharp increase in 
wages was that workers were caught unprepared for 
inflation and were trying to catch up to rising prices. This 
argument maintains that if employees underestimated 
inflation when signing a collective agreement, the wage 
hikes negotiated were subsequently outstripped by actual 
price increases. These employees therefore suffered real 
wage losses. When their agreement expired and another had 
to be negotiated, they demanded wage increases not only to 
cover future inflation, but also to recuperate past losses. 
These two types of demands, if met, combined to maintain 
and accelerate the wage-price spiral. 


In fact, however, it appears that this ‘‘catch-up’’ phe- 
nomenon had little effect on the general growth in wages. 
Jean-Michel Cousineau and Robert Lacroix” have analyzed 
the wage clauses in 1,257 collective agreements signed in 
the private sector between 1967 and 1975 in preparation 
for a more extensive study now underway. They calculated 
that, from 1973 to 1975, the ‘‘catch-up’’ element did not 
contribute more than one-tenth of one percentage point to 
the wage hikes observed in this sector. Therefore, they 
maintain that it is not past wage losses that influence the 
growth of wages but rather the anticipated increases in 
price levels. 


Nonetheless, analysis of the collective agreements signed 
between 1973 and 1975 reveals that there was good reason 
to catch up. During this period, 134 of the 551 agreements 
signed in the private sector (or 24 per cent) replaced 
agreements under which employees had suffered real wage 
losses. The percentage of employees covered by these 
agreements who suffered wage losses grew from slightly 
over 11 per cent in 1973 to 20 percent in 1974 and to 
almost 40 per cent in 1975. Real wage losses grew in a 
similar proportion, from an average 1.7 per cent in the first 
year to 2 and 4.8 per cent in the subsequent years. But this 
does not indicate that these wage losses were never 
recuperated. 


In fact, the general analysis applied to the private sector 
as a whole disguises major differences between industries. 
For three particular sub-sectors (manufacturing; transport- 
ation, communications and other public utilities; and 
"private services), the authors demonstrate that what they 
“call the ability to adapt to wage-loss problems is not the 
same in each sub-sector. After determining that each of 
“these sectors experienced approximately the same real wage 
losses in 1973-75, they found that the rate of recuperation 
of real wage losses was 100 per cent in the transportation 
and communications sector, 46 per cent in the private 
services and nil in the manufacturing sector. 


not able to regain these losses equally when signing new 
collective agreements. This is probably the result of varying 
employer reactions to wage demands. Furthermore, al- 
though about half of the losses suffered were recuperated, 
this did not notably influence the general rise in wages In 
the private sector because of the relative importance of the 
sectors in which it occurred. The authors therefore conclude 
that anticipated inflation, not past inflation, appears to 
have been the major source of wage hikes between 1973 
and 1975, 


*Jean-Michel Cousineau and Robert Lacroix, Pertes de salaire rée/ et 
ententes salariales dans les principales conventions collectives. 
Economic Council of Canada, Discussion Paper No. 70. 
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The Inflation Dilemma 


The Thirteenth Annual review of the Economic 
Council is available at the following bookstores: 


EDMONTON, Fifth Business Books Ltd., 10457 Jasper 
Avenue; HALIFAX, The Book Room Ltd., 1664-1666 
Granville Street; MONTREAL, Librairie Leméac Inc., 
371 Laurier Avenue West, Editions France-Québec Inc., 
3550 Rachel Street East, Librairie Renaud-Bray Enr., 
5219 Céte des Neiges, Caron Libraire-Bookseller, 251 
St. Catherine St. E.; OTTAWA, Le Coin du Livre 
(Central) Ltée, 263 Dalhousie Street; TORONTO, E & T 
Books Ltd., 221 Yonge Street, Britnell Bookshop, 765 
Yonge Street, Bob Miller Bookroom, 180 Bloor St. West; 
WINNIPEG, Mary Scorer Books, 121 — B Osborne 
Street; VANCOUVER, Seymour Books Ltd., 200 Gran- 
ville St. and 1637 Lonsdale Avenue. 


THE NEXT STEP AGAINST INFLATION 


When Canada enters the period of decontrols, one of its 
first tasks must be to develop safeguards against recurring 
inflationary pressures. One way of doing this would be to 
adopt an alternative form of incomes policy along the lines 
suggested by Sidney Weintraub”, professor at the Univer- 
sity of Pennsylvania. He has outlined how such a policy 
would work to tie increases in money incomes — including 
wages, salaries, and profits — to growth in national 
productivity. 


Because wages, salaries and income from capital are the 
major cost to firms as well as being the principal source of 
income for households, their rise affects prices from both 
directions. Consumers earning higher incomes demand more 
goods and services, thus driving up prices for limited 
supplies; businesses increase the prices of their goods and 
services to compensate for higher costs of production. As 
income gains outstrip productivity advances, inflation 
ensues. For example, suppose that wages and salaries grow 
by 20 per cent in money terms. If output and real income, 
or the actual purchasing power of those wages and salaries, 
increase by only 4 per cent, a 16 per cent jump in prices is 
the predictable outcome. 


In his analysis of this problem for the Council, Wein- 
traub noted that, since monetary and fiscal policies have 
traditionally proven inadequate to curb this inflationary 
pattern, an incomes policy is essential. Under such a policy, 
income growth could surpass increases in productivity by 
only a slight margin. Supposing that productivity increased 
by an average of 3 per cent a year, average annual income 
gains would be restricted to 4 to 5 per cent. Inflation would 
be checked with prices rising by about 1 per cent a year in 
the former case and 2 per cent in the latter. 


The plan in practice 


The incomes policy could be administered through the 
current corporate income tax structure, making business 
corporations responsible for its enforcement. In essence, 
the tax-based incomes policy (TIP) would require firms to 
ensure that the average increase in the wages and salaries of 
all their employees remained in line with the gains in 
national productivity. If they allowed the average increases 
in income to exceed these gains, their penalty would be 
higher corporate taxes. Since a corporation’s after-tax 
profits measure its market success, this penalty would likely 
be very effective in causing firms to refuse inflationary 
wage-salary proposals. 


For example, a corporation might normally owe 
$5,000,000 in taxes for 1976. Supposing its average 


wage-salary payment for all its employees was $7,500 in 
1975, a 5 per cent increase would raise this payment to 
$7,875 in 1976. If the firm did not pay more than this 
amount, no further taxes would be levied on it beyond the 
$5,000,000. However, if the average wage payment in 1976 
was more than $7,875, the firm would be subjected to a 
correspondingly higher rate of taxation. Weintraub uses the 
analogy of speed limits to illustrate how TIP would work: 
evasion is permitted but the penalty of a traffic fine 
provides an incentive to comply with the rules. 

Because it would use the familiar tax mechanism, TIP 
would be significantly less costly to administer than wage 
and price controls. As well, it would be far less interven- 
tionist, less complex and, above all, according to Weintraub, 
more successful. 


*Sidney Weintraub, /ncomes Policy for Full Employment Without 
Inflation. Economic Council of Canada, Discussion Paper No. 54. 


FEDERAL POLICIES AND 
PROVINCIAL SPENDING 


In its most recent Annual Review, the Council observed 
that federal spending had multiplied slightly over six times 
in the last twenty years, local expenditures ten times, and 
provincial expenditures almost twenty times. Accordingly, 
wrote the Council, federal spending cannot be singled out 
as the principal cause of our present inflation. However, 
it is questionable what effect this growth in provincial and 
municipal spending might have on the success of federal 
stabilization policies. These measures can be partially 
offset by the tendency of nonfederal deficits to act coun- 
tercyclically to federal deficits. 


However, research shows” that so long as nonfederal 
deficits are increased by less than 10 per cent of the 
reduction in federal spending, they should have little 
bearing on the effectiveness of federal anti-inflation policy, — 
regardless of the source of financing. Even if nonfederal 
governments increase their spending by exactly the amount | 
of the reduction in federal expenditures, the authors find | 
that federal policy still retains much of its effectiveness. 
Moreover, anti-inflationary policy is generally accompanied 
by rising unemployment levels. By mitigating the effective- 
ness of federal policy, nonfederal governments may help to 
alleviate the cost in unemployment. Consequently, it could 
even be argued that some form of discretionary non- | 
cooperation by nonfederal governments would actually be 
desirable. 


*Munir A. Sheikh and Stanley L. Winer, Anti-/nflation Policy and 
Nonfederal Behaviour: An Econometric Study of the Canadian 
Case, Using CANDIDE Model 1.2M. Economic Council of Canada, 
Discussion Paper No. 58. 


List of the Discussion Papers which were 
prepared as background research for the 
Thirteenth Annual Review of the Economic 
Council of Canada. 


Inflation and Households 
No. 13. M. Boyer, L’inflation, l’indexation et le bilan 
des ménages 


No. 45. R. Lacroix, La richesse des particuliers et 
l’inflation 


No. 48. C. Montmarquette, L’inflation, I’indexation 
et l’équilibre du consommateur 


Inflation and Economic Policy 


No. 21. R. Lacroix, C. Montmarquette, Inflation et 
Indexation: Perspective canadienne et considérations 
théoriques 


No. 54. S. Weintraub, Incomes Policy for Full 
Employment Without Inflation 


No. 58. M. A. Sheikh, S. L. Winer, Anti-Inflation 
Policy and Nonfederal Behaviour: An Econometric 
Study of the Canadian Case, Using CANDIDE Model 


1.2M 


No. 65. C. Braithwaite, The Effects of Indexing on 
the Built-In Stability of the Canadian Economy 


No. 71. T. T. Schweitzer, Anti-Inflation Controls and 
Decontrol: A Multi-Sectoral Analysis Simulations 
with CANDIDE 1.2M 


No. 77. B. Lodh, Effects of Alternative Sources of 
Inflationary Shocks on the Budgetary Position of 
Governments: Simulation Results with CANDIDE 
1.2M 


Inflation and the Labour Market 


No. 44. J.-M. Cousineau, R. Lacroix, Activité écono- 
mique, inflation et activité de gréve 


No. 68. J.-M. Cousineau, R. Lacroix, Flexibilité des 
salaires et rigidité du chOmage 


No. 70. J.-M. Cousineau, R. Lacroix, Pertes de salaire 
réel et entertes salariales dans les principales conven- 
tions collectives 


No. 74. J.-M. Cousineau, R. Lacroix, L’indexation des 
salaires: un apercu de son ampleur, de ses causes et de 
ses COnséquences 


Inflation and Business 


No. 72. G. P. Jenkins, Inflation, Its Financial Impact 
on Business in Canada 


TECHNOLOGY AND 
REGIONAL DISPARITIES 


Canada’s first computer was installed in 1956. Over the 
next eight years, until the mid-1960s, the number of 
computers doubled each year; since then, it has continued 
to double every three years. However, computers did not 
appear simultaneously in all regions. The Prairie region did 
not receive its first computer until one year after Quebec 
and Ontario. Two more years elapsed before the first 
computer was installed in the Atlantic region, and four 
more years before the first in British Columbia. These lags 
between regions have since been narrowed and present 
trends indicate that they will continue to shrink. 

Technological differences in regional production pro- 
cesses have commonly been attributed to this sort of delay 
in implementing new methods. It has also formed part of 
the explanation for the productivity gaps among regions. 

To better understand these regional disparities, it would 
be helpful to determine why such a delay exists. A general 
analysis of the process of disseminating major innovations 
across Canada would likely reveal practical considerations 
that could eventually even suggest ways to reduce these 
inequalities. With this in mind Richard Beaudry*, an 
economist with the Economic Council of Canada, has 
attempted to describe the spread of computers in order to 
characterize the major aspects and, in particular, the 
principal determinants of this process. 

His analysis of the growth in number of computers per 
region and the main features of these computers initially 
leads him to liken the process of dissemination to a 
concentric wave spreading out from the Toronto-Ottawa- 
Montreal epicentre to progressively smaller centres. How- 
ever, it becomes evident that the actual pattern of 
development does not conform to such a hierarchy. In fact, 
in several cases computers were installed in small cities at 
the same time, if not before, they appeared in larger 
centres. Even though the delays in using computers in some 
regions are mainly due to the distance from the centres 
where computer science originated, they seem to be the 
result of economic rather than geographic factors. The most 
conclusive explanation of these interregional gaps is, ac- 
cording to Beaudry, the structural differences between 
regions, especially in industrial and commercial specializa- 
tion and the size of firms. In most cases, the small cities 
that obtained computer services were specialized in mining 
or manufacturing activities. When the size of firms was 
taken into account, it was found that half of all firms with 
less than 100 employees do not use computer services while 
only 13 per cent of those employing between 100 and 250 
employees do not. The high cost of computer services may 
be a factor in this case. 


*Richard Beaudry, Les aspects régionaux de la diffusion de la 
technologie au Canada : le cas des ordinateurs. Economic Council 
of Canada, Discussion Paper No. 50. 


The following REVIEW and STUDIES have been published by the Economic Council over the last three months. 
They are available through Printing and Publishing, Supply and Services Canada, Ottawa K1A 0S9. DISCUSSION 
PAPERS are available in limited number in the author’s language only through the Secretary of the Economic 


Council. 
ANNUAL REVIEW 


Thirteenth Annual Review: The Inflation Dilemma. 
(EC21-1/1976, $5.00 in Canada, $6.00 in other countries) 

In this Review, the Council examined how the infla- 
tionary process in Canada has altered the incomes, expendi- 
tures, and assets of the main groups of economic partic- 
ipants — households, firms, and governments. Although 
inflation has caused many to lose, the Council discovered 
some winners, notably the federal government. As well, it 
noted that Canadian industries have become less com- 
petitive in foreign markets. To counteract this trend, the 
Council stressed the need to improve national productivity. 
The Review also contains an analysis of the medium-term 
economic outlook for Canada and introduces an updated 
version of performance indicators for the next three years. 


TWO STUDIES 


E. Kenneth Grant and John Vanderkamp, The Economic 
Causes and Effects of Migration: Canada, 1965-71. (EC 
22-48/1976, $4.00 in Canada, $4.80 in other countries) 

The authors observe that despite certain obstacles, 
worker migration could be made a more effective means of 
mitigating Canada’s regional disparities in income and 
employment opportunities. 


Frank T. Denton, Christine H. Feaver, and A. Leslie Robb, 
The Short-Run Dynamics of the Canadian Labour Market. 
(EC22-46/1976, $3.25 in Canada, $3.90 in other countries) 

Rather than comparing labour force statistics at certain 
points in time, as is traditionally done, the authors examine 
labour market behaviour in greater depth by studying the 
movements, or flows, of participants over time. 


NINE DISCUSSION PAPERS 


No. 66. Harry G. Johnson, Reserve Requirements and 
Monetary Control. 

This paper disputes the common assumption that high 
reserve requirements for deposit-taking institutions are 
necessary to effective monetary control. 


No. 67. Munir A. Sheikh and Stanley L. Winer, Financing 
of Macropolicy in Open Federal States: An Econometric 
Investigation of the Canadian Case Using CANDIDE 1.2M. 

The authors incorporate government budget restraints 
into CANDIDE 1.2M to determine the importance of 
including these restraints in macromodels. 


No. 68. Jean-Michel Cousineau and Robert Lacroix, Flexi- 
bilité des salaires et rigidite du ch6mage. 

The authors’ comparison of wages in the public sector 
and private industry leads them to conclude that govern- 
ment wage policies appear to contribute to continued 
inflation and persistently high unemployment rates. 


No. 69. Fernand Mattart, La théorie économique du 
controle de la pollution et l'industrie canadienne des pates 
et papiers. Annexe technique par Bimal K. Lodh. 

After a general examination of the potential economic 
problems posed by water pollution controls, the author 
explores the economic impact of controls imposed on the 
Canadian pulp and paper industry. 


No. 70. Jean-Michel Cousineau and Robert Lacroix, Pertes 
de salaire réel et ententes salariales dans les principales 
conventions collectives. 

See page 5. 


No. 71. Thomas T. Schweitzer, Anti-Inflation Controls and 
Decontrol: A Multi-Sectoral Analysis, Simulations with 
CANDIDE 1.2M. 

See page 4. 


No. 72. Glenn P. Jenkins, Inflation, Its Financial Impact on 
Business in Canada. 

This study documents how the financial industries have 
gained and the manufacturing and non-manufacturing 
sectors have lost as inflation has altered their income, tax 
payment, and cash flow positions over the 1965-74 period. 


No. 73. Dennis M. Paproski, Environmental Management in 
a Canadian Context. 


This paper is concerned with developing a compre- | 


hensive approach to environmental management by co- 
ordinating efforts to meet objectives for both socio- 
economic development and environmental viability. 


No. 74. Jean-Michel Cousineau and Robert Lacroix, 
L’indexation des salaires : un apercu de son ampleur, de ses 
causes et de ses conséquences. 

Although some 40 per cent of unionized workers are 
now covered by wage indexation clauses, wage indexation 
continues to be poorly understood. After analyzing the 
nature and origins of such clauses and their impact on wage 
increases, the authors investigate the use of voluntary 
indexation policy as a means of fighting inflation. 
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INCOME GAPS DON’T ALWAYS REFLECT 


A DIFFERENCE IN WORK SKILLS 


To explain why some workers earn more than others, 
economists have traditionally pointed to differences in 
employee attributes such as age, type of occupation, and 
level of education. However, a 1961 survey of 100,000 
male workers from various ethnic groups in Montreal* 
revealed that earnings potential in this city is to some 
extent determined by a person’s ethnic background and 
mother tongue. Jac-André Boulet, an economist on the 
Council’s staff, and André Raynauld, former Chairman of 
the Council, found that there were substantial gaps in the 
earnings between French- and English-speaking workers. 
They concluded that this not only reflects a difference 
in the skills and education of these workers but also a 
difference in the way in which they apply their individual 
attributes. 

The survey showed that workers of French origin earned 
less than the average for all workers in the same group. 
Employees of English-Scottish.and Jewish extraction were 
the highest paid of all ethnic groups, with earnings 
approximately 38 per cent above those of their French 
counterparts. 

Those whose mother tongue was French earned sub- 
stantially less than unilingual anglophones, even if they 
were bilingual. A bilingual francophone increased his 
earnings potential by 41 per cent, but his earnings still 
averaged less than that for other English-speaking workers, 
whether or not English was their first language. Workers 
who spoke neither English nor French fared worst of all in 
terms of earnings and their situation was not much 
improved if they learned French rather than English. 
Similarly, learning French did not significantly improve the 
earnings levels of anglophones. 

This pattern was still evident when Boulet and Raynauld 
analyzed 1971 data for workers in Montreal in a paper to 
be published at a later date. However, they observed some 
convergence between the earnings of French- and English- 
speaking workers, perhaps indicating a gradual trend 
towards eliminating earnings disparities between different 
ethnic and language groups. 
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In their opinion a major obstacle hampering a more rapid 
reduction of these earnings differences is the existence of 
two distinct information networks in Montreal — one 
English, the other French. Within these networks, workers 
and employers establish personal contacts and lines of 
communication which reduce the cost in terms of the time 
spent on both the job search and the hiring process. There 
is very little interaction between the two channels because 
it is more expensive for employers of one language system 
to function in an unfamiliar network. Hence, higher-paying 
jobs tend to be offered by English employers to English 
rather than French workers because it is less costly for 
them to contact these people and to assess their qualifica- 
tions and abilities. 

Although this situation cannot easily be remedied — at 
least in the short term — Boulet and Raynauld offer some 
suggestions to improve the way in which workers from 
lower-paid groups participate in the labour market. In their 
opinion, for example, the solution lies not so much in 
raising the general education levels of these workers but in 
ensuring that they are well-trained in the particular skills 
which are in demand. 

* Jac-André Boulet and André Raynauld, L ‘analyse des disparités de 
revenus suivant l’origine ethnique et la langue sur le marché 


montréalais en 1961. Economic Council of Canada, Discussion 
Paper No. 83. 
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VARIATIONS ON A FAMILIAR THEME: 
UNEMPLOYMENT INSURANCE 


Economists generally agree that the higher unem- 
ployment rates which followed the changes to the unem- 
ployment insurance legislation in 1971 were not surprising 
because of the work disincentives created by the more 
liberal benefit payments and eligibility requirements. What 
is interesting is the recent finding that jobs were actually 
more plentiful after these revisions even though a growing 
number of workers were unemployed. 

In a study recently completed for the Economic Council, 
Tom Siedule, Nicholas Skoulas and Keith Newton” have 
attributed this phenomenon to the ‘‘demand effect”’ of the 
changes to the UI Act. They note that higher UI benefits 
increased personal disposable income so that consumers 
could afford to spend more on goods and services. In order 
to meet the rising consumer demand, output levels were 
increased and this made more jobs available. 

As economic conditions improved, more persons were 
encouraged to join the work force. However, certain age-sex 
groups were particularly responsive to these changes and 
entered the labour market faster than jobs became avail- 
able. This was the case for persons of both sexes aged 14-19 
years and women 20-24 and 25-44, whose participation 


rates exceeded the increase in employment opportunities. 
Hence, workers in these age-sex groups experienced a net 
gain in unemployment. By contrast, men over age 25 and 
women over 45 proved to be less sensitive to these changes 
and therefore they enjoyed a net increase in employment. 

The authors find that this pattern of behaviour is not 
peculiar to this particular situation but is likely to recur, 
with some variations, whenever the government implements 
policy measures to stimulate economic activity. They 
acknowledge that the greater sensitivity of certain groups to 
these stimuli is not, in itself, undesirable. To the extent that 
higher participation rates are the result of a real desire to 
work rather than, for example, an attempt to take 
advantage of higher UI benefits, this sensitivity promotes 
the flexibility inherent in a larger potential labour force. 

The problem, in their view, is the lack of foresight in 
anticipating the inflow of additional workers and planning 
to ensure that they can be gainfully employed rather than 
merely being re-classified from ‘not in the labour force’ to 
‘unemployed’ statistics. The differential impact of various 
economic stimuli must be better understood by policy- 
makers if they are to become aware of the long-run effects 
of fiscal policy so that they can protect the welfare of 
particular groups. 


*T. Siedule, N. Skoulas, K. Newton, The /mpact of Economy-Wide 

Changes on the Labour Force: An Econometric Analysis, 
Economic Council of Canada. (Ottawa, Supply and Services 
Canada, 1977.) 


EFFECTS OF THE REVISED UNEMPLOYMENT INSURANCE LEGISLATION ON 
EMPLOYMENT, LABOUR FORCE POPULATION, AND UNEMPLOYMENT, 1972 
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WHY IS THERE GROWING PUBLIC 
DISENCHANTMENT WITH GOVERNMENT? 


While it is doubtful that we are witnessing the beginnings 
of a trend back to the free-market ideal envisioned by 
Adam Smith, there have recently been signs of a growing 
public disenchantment with the present extent of govern- 
ment intervention. In a paper completed for the Council”, 
Professor H. Scott Gordon observes that this phenomenon 
is not peculiar to Canada alone. It reflects a widespread 
belief in many countries that the benefits gained from the 
growing role of government in the modern state are not 
sufficient to outweigh the disadvantages. 

Gordon identifies economic welfare, social justice, and 
personal freedom as the three major objectives towards 
which government activities are directed. However, he finds 
that these three ‘social goods’’ are not complementary. 
Almost inevitably, gains in welfare and justice are achieved 
at the expense of freedom. For example, seat belt legislation 
is enacted to reduce the probability that people in car 
accidents will be seriously injured or killed. However, it also 
limits the individual’s freedom to choose whether or not he 
wants to assume the risk of driving unencumbered by a 
seat belt. 

He believes that the root of the current anti-government 
sentiment is that the public does not find that this sacrifice 
is warranted; there is a general belief that the improvements 
in welfare and justice have not been sufficient to justify the 
concomitant loss in freedom. 


Complex goals difficult to attain. . . 


In part, this disenchantment reflects the great complexity 
of all three social goods. Public dissatisfaction stems largely 
from the failure to understand that the main task of politics 
is to deal with problems that are not technically soluble. 

According to Gordon, there are a number of reasons why 
government has not been more effective in promoting 
justice and economic welfare. It is difficult for government 
to make constructive use of its own mistakes in policy. If 
legislation does not achieve its intended objective, a 
political admission of this failure could well mean defeat in 
the next election. Hence, the policy remains. Even when 
the opposition party forms the new government, it is 
difficult for it to undertake sweeping reforms because the 
civil servants which it inherits are similarly reluctant to 
acknowledge mistakes. 

If the government tries to rectify an ineffective policy, it 
may only succeed in causing the legislation to become 
progressively more coercive. Gordon cites the steps leading 
up to seat belt legislation as an illustration. Once a 


government is persuaded of the value of seat belts, it 
requires car manufacturers to offer them as options. 
However, as many people still do not use them the 
government makes their installation obligatory. When this 
does not work, it requires manufacturers to add seat belt 
buzzers. Finally it becomes mandatory for people to wear 
seat belts when driving in a car. 


without increasing constraints on freedom 


He finds that perhaps the greatest threat to personal 
freedom resides in the extraordinary, even extra-legal, 
powers of government in a situation which it conceives to 
be a serious emergency. There is the risk that these powers 
will be exercised even when the danger is not sufficiently 
great to warrant such stern measures. According to Gordon, 
this has occurred at four different times in Canada, most 
recently when emergency powers were used to establish 
control over wages and prices. In his opinion, an even 
greater danger arises if the public acquiesces in this misuse 
of power. 

Successful policies can create a different sort of problem 
for the government in that they may be difficult to end 
once their usefulness is over. It is difficult to disband an 
established administrative mechanism and to relocate or 
dismiss personnel. Consequently, policies tend to stay in 
place even when they have become merely redundant or 
“make-work’’ projects. 

Gordon notes that a general climate of disaffection with 
the role of government will be strengthened by discoveries 
of gross inefficiency on the part of a government depart- 
ment or agency. Similarly, the feeling that the government 
is acting to further the interests of a particular group rather 
than working for the good of the general public can 
heighten dissatisfaction, particularly if the group is already 
well favoured or if it is being benefitted in a clandestine 
manner. 

While the current disaffection with government is still 
moderate, he sees it as a positive force, potentially 
providing stimulus for the most comprehensive reform of 
the modern state so far. It is important, however, that it 
not persist unheeded by government. In Gordon’s view the 
solution is not a return to a “‘laissez-faire’’ society, nor a 
change in governing parties, but a reassessment of the 
proper scope of government in the national economy. 


*H. Scott Gordon, The Demand and Supply of Government: What 
We Want and What We Get. Economic Council of Canada, 
Discussion Paper No. 79. 


Forum on Regional Disparities 


Following the publication of its recent report, Living 
Together: A Study of Regional Disparities*, the Economic 
Council organized a series of four regional workshops to 
discuss the implications of its analysis and recommenda- 
tions for Canadians throughout the country. The first of 
these workshops was held in Montreal on May 4. From 
there, Council representatives travelled to _ Halifax, 
Winnipeg, and Vancouver. Altogether, they spent a week 
and a half listening to the diverse views of over 300 
business, academic, labour, and government representatives. 

In the Council’s opinion, this was an extremely worth- 
while exercise in communication. Participants at each of 
the workshops commended the report’s timeliness and 
content. They also offered valuable criticisms based on a 
regional perspective of the problem of disparities which will 
be useful to the Council as it continues its research in this 
area. 

Some general concerns were raised at the workshops, such 
as the need to include more in-depth analysis of the impact 
of both transportation policy and commercial policy on 
regional development. In Montreal, there was some ques- 
tion that poor industrial structure had been under- 
emphasized as a factor contributing to Quebec’s below- 
average froductivity. However, most of the discussion 
centred on the Council's 16 recommendations for policy. 
Accordingly, the following article is intended to present a 
synopsis of some of the main reactions to the more 
provocative proposals. 


Editor’s Note: The Editor is solely responsible for the 
following attempt to correlate the opinions at the four 
workshops and requests the indulgence of the panelists and 
participants involved. It is hoped that their remarks will 
elicit as much interest and debate among those concerned 
with regional development as they did within the Council. 


Montreal 


Halifax 


Winnipeg 


Vancouver 


LIST OF PANELISTS 


Chairman: Charles Perrault, President, Per- 
consult Limitée and Former Member of the 
Economic Council, Montreal 

Jean-Paul Létourneau, Executive Vice-President, 
The Province of Quebec Chamber of Com- 
merce, Montreal 

Marcel Pelletier, President-Director General, 
Office de planification et de développement du 
Québec, Québec 


Chairman: Steven Rankin, Head of Sales, Nova 
Scotia Forest Industries and Member of the 
Economic Council, Port Hawkesbury, Nova 
Scotia 

Tom Kent, President and Chief Executive 
Officer, Sydney Steel Corporation, Sydney, 
Nova Scotia 

S. Stuart Peters, Vice-President, Planning and 
Research, Crosbie Group, St. John's, New- 
foundland 


Chairman: J. A. Brown, Dean of Agriculture, 
University of Saskatchewan and Member of the 
Economic Council, Saskatoon 

Hu Harries, President, Hu Harries and Asso- 
ciates, Edmonton 

James MacMillan, Professor of Agricultural 
Economics, University of Manitoba, Winnipeg 


Chairman: Pat Carney, President, Gemini North 
Ltd. and Member of the Economic Council, 
Vancouver 

Ronald Longstaffe, Executive Vice-President, 
Canadian Forest Products Ltd., Vancouver 
Ronald Shearer, Professor, Department of 
Economics, University of British Columbia, 
Vancouver 

David Emerson, Director, B.C. Ministry of 
Economic Development, Victoria 


Council Representatives 


George Post, Acting Chairman 
Neil Swan, Director, Regional Studies Group 


André Barsony, Montreal workshop 


; 


—— 


Recommendation 1 

We recommend that the governments of the provinces 
where incomes and educational attainment are lower than 
the national average examine ways of improving the edu- 
cational attainment of new entrants to the labour force 
and of increasing the ease with which mature members of 
the labour force can upgrade their education. 


Although this proposal was directed primarily at the 
Atlantic provinces, it was discussed more extensively at the 
Vancouver, Winnipeg, and Montreal workshops than in 
Halifax. In both Vancouver and Winnipeg, participants 
disagreed with the Council’s view that a better-educated 
labour force would improve productivity in low-income 
regions, because it was thought that persons with higher 
education would likely leave these areas to seek higher- 
paying jobs elsewhere. In Montreal, Marcel Pelletier 
observed that the recent unprecedented rise in the educa- 
tional attainment of young people and adults in Quebec 
had been accompanied by an equally unprecedented in- 
crease in unemployment. There was also disagreement with 
the Council's assertion that the objective should be to 
increase educational levels generally; most participants felt 
that there should rather be an effort to ensure that the 
labour force is well trained in particular skills, as required 
by each provincial economy. 

While there was general support for the recommendation 
in Halifax, it was felt that the Council should have 
suggested specific policy measures. As a step towards 
federal-provincial co-operation in this area, it was advocated 
that the Canada Manpower Department and the Atlantic 
provinces work together to upgrade training programs. 


Recommendation 3 

We recommend that, in provinces where incomes are 
lower than the national average, any existing or future 
urban strategy give full consideration to the productivity 
advantages in manufacturing that may be gained by work- 
ing with, rather than against, the tendency for population 
to drift from rural to urban areas and from smaller to 
medium-sized urban settlements. 


At the Winnipeg workshop, opinion was varied on this 
recommendation, with some commending the Council's 
analysis while others found it difficult to understand and 
called the recommendation itself weak. In Montreal, it was 
noted that no concrete suggestions were offered, particular- 
ly with respect to an urban strategy for Quebec. 

Participants at the Halifax workshop were divided as to 
whether greater urbanization could alleviate the region’s 
disparities. One point of view was that business and cultural 
services should be taken to people in rural areas, to avoid 
further increasing the size of cities such as Halifax. 
However, others warned that the attitude that ‘’small is 
beautiful’” would mean a lower standard of living and little 
chance of improving in the future. 


Recommendation 7 

We recommend that the governments of all provinces, but 
especially those where unemployment rates are above the 
national average, calculate each year the amount by which 
the provincial budget would be in surplus or deficit if the 
provincial economy were operating at full capacity. 


Recommendation 8 

We recommend that, in all the provinces where unem- 
ployment rates are usually higher than the national average, 
except Newfoundland, each provincial government con- 
tinuously assess how much of its unemployment is due to 
demand deficiency and stiumlate demand by increasing the 
full-employment budget deficit or decreasing the full- 
employment budget surplus, as the case may be. 


Recommendation 9 

We recommend that the governments of New Brunswick, 
Nova Scotia, and Prince Edward Island attempt to agree 
among themselves, each year, on appropriate joint changes 
in the full-employment budget surplus or deficit. 


These three recommendations appeared to be the most 
controversial, particularly at the Vancouver and Montreal 
workshops. In Halifax, Tom Kent agreed with the proposals 
in principle but considered that they would amount to little 
more than a “cry in the wilderness’’ unless the Council was 
more specific about the extent to which the federal 
government would underwrite provincial fiscal policy. 

In Vancouver, all three panelists doubted that the 
provinces should even attempt to implement their own 
stabilization policy. There was some question about the 
provinces’ ability to determine the extent to which demand 
should be stimulated. As well, there was concern about how 
the provinces would finance their deficits without support 
from the Bank of Canada. 

If British Columbia did undertake its own fiscal policy 
along the lines suggested by the Council, the panelists 
warned that it would likely not be successful. Some 
anticipated that migration to British Columbia could 
increase as economic conditions in the province improved 
and hence unemployment would not necessarily fall. It was 
also felt that B.C.’s economic structure does not lend itself 
to such an approach — partly because the province depends 
heavily on exports of its primary products and fiscal policy 
would not greatly add to the demand for these export 
commodities. 

In Montreal, Marcel Pelletier said that Quebec had already 
tried this approach from fiscal 1973 to 1976 to no avail. 
Unemployment had continued to rise and, contrary to the 
Council’s proposal, the federal government had not 
refunded to Quebec any portion of its own higher tax 
revenues resulting from Quebec’s expansionary measures. 
On the basis of this experience, both Marcel Pelletier and 
Jean-Paul Létourneau agreed that further stimulus at the 
provincial level would be irresponsible. 


Recommendation 10 

We recommend that the mix of fiscal policy instruments 
used by the federal government for cyclical stabilization 
purposes be chosen in such a way as to increase the propor- 
tion of national demand going to high-unemployment 
regions. 


At both the Vancouver and Halifax workshops it was 
contended that incentives to private business were more 
desirable ways of creating jobs than public expenditures. 
However, private industry would only be willing to take 
the necessary risks in an atmosphere of confidence. 

In Montreal, Jean-Paul Létourneau supported the pro- 
posal, noting that a decrease in income tax for 
individuals and businesses would stimulate demand more 
efficiently and productively than federal job-creation 
programs. Marcel Pelletier observed that federal policies 
have quite often worked against Quebec’s interests, actually 
reducing expenditures in Quebec when unemployment 
there is increasing. 


Recommendation 15 

We recommend that, as part of a strategy of full em- 
ployment, the ministers of labour in high-unemployment 
provinces gradually move to a situation where their mini- 
mum wages are not higher than in any province where 
unemployment is lower than the national average. 


Participants at both the Montreal and Vancouver work- 
shops agreed with this proposal. Ronald Longstaffe thought 
that the Council should have gone even further and 
advocated that the minimum wage be eliminated altogether. 


*Economic Council of Canada, Living Together: A Study of 
Regional Disparities. (Ottawa, Supply and Services Canada, 1977.) 
A summary of this report is available without charge from 
Information Services, Economic Council of Canada, P.O. Box 527, 
Ottawa K1P 5V6. 
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GOVERNMENT SPENDING: HOW IT 
AFFECTS REGIONAL DISPARITIES 


The Atlantic provinces were the main beneficiaries from 
federal government spending programs during fiscal years 
1972 to 1974, while the three so-called “‘have’’ provinces — 
Ontario, Alberta, and British Columbia — gained the least. 
According to research by Irene Banks, an economist with 
the Council’, federal expenditures ranged from one- to 
two-thirds above the national per capita average in the 
Atlantic provinces. In Saskatchewan and Manitoba, federal 
expenditures were 5 and 7 per cent above average. 
However, federal spending in Quebec was slightly below 
average and in Ontario, Alberta, and British Columbia, it 
averaged 7, 12 and 9 per cent respectively below the 
national level. 

Equalization payments were the major factor accounting 
for these interprovincial differences. Ontario, Alberta, and 
British Columbia received no equalization payments during 
this period, whereas the Atlantic provinces received 34 per 
cent of the total $1.8 billion spent on these payments in 
fiscal 1974. 

As well, other federal transfers to governments and 
individuals in the Atlantic region were above average, 
especially from the UIC account. With the equalization 
payments, they eliminated roughly 20 per cent of the gap 
in personal incomes that would have existed between the 
Atlantic region and the rest of Canada had the monies from 
these programs been distributed strictly in proportion to 
population. 

However, federal government spending in Quebec was 
about 1.5 per cent less than the Canadian per capita 
average, despite the fact that incomes were also below 
average. Quebec received equalization payments which were 
proportionally greater than its population level but they 
were offset by the low level of employment by the federal 
government and Canadian Forces in this province. Quebec 
residents who work in Ottawa have their wages and salaries 
listed under Ontario. If wages and salaries had been 
allocated by place of residence, Quebec’s share of total 
expenditures would have been closer to the national level, 
though still below it. 

Thus, it is evident that the distribution of federal 
expenditures in Canada has helped to reduce income 
disparities between provinces and regions, particularly in 
the case of the Atlantic region. Despite this progress, the 
Council concluded in its recent report on _ regional 
disparities? that income gaps continue to be intolerably 
large. 


1. lrene Banks, The Provincial Distribution of Federal Government 
Expenditures 1972-73, 1973-74 and 1974-75. Economic Council 
of Canada, Discussion Paper No. 81. 

2. Economic Council of Canada, Living Together: A Study of 
Regional Disparities. (Ottawa, Supply and Services Canada, 
1977.) 


MONETARY POLICY AND THE 
WAR AGAINST INFLATION 


When wage and price controls were imposed almost two 
years ago, many supported them as a necessary step in 
combatting inflation since traditional monetary and fiscal 
measures had failed to maintain a stable economy. Others 
contended that even if a tighter monetary policy proved 
effective in halting inflation, by limiting consumer demand 
or reducing wage increases, it would entail unacceptable 
costs in terms of unemployment. 

In a paper done for the Economic Council, George 
Lermer, an economist with the Department of Consumer 
and Corporate Affairs, disputes these claims”. He argues 
that in a situation of world-wide inflation, a well-designed 
monetary policy is a weapon of paramount importance. 
However, in Canada, it is a tool which has been sadly 
misused. He advocates that the Canadian government 
dismantle controls — except perhaps for specific programs 
controlling wage negotiations in the public sector — and 
return to sound monetary management. 

If monetary policy is now being judged inadequate for 
the task of fighting inflation, it is because in recent years, 
particularly in 1974 and 1975, it has not been effectively 
deployed. That is, in an inflationary situation when growth 
in the money supply should have been restricted to slow 
consumer spending and hence ease the upward pressure on 
prices, the contrary occurred. According to Lermer, mone- 
tary growth in Canada has been so expansionary that we 
have actually been fortunate to avoid even higher rates of 
inflation. 


Temporarily higher unemployment is inevitable 


Although an anti-inflation program comprised solely of 
tight monetary policy would likely worsen unemployment, 
Lermer views this as a temporary and necessary price to 
pay. He credits the restrictive monetary policy in the 
United States with reducing inflation in that country from 
12 per cent in 1974 to 7 per cent in 1975 — a record not 
matched by Canada. This was achieved at the cost of a one 
per cent increase in unemployment during this period. In 
Lermer’s opinion, this is not too high a cost for such a drop 
in inflation. Although Canada has not suffered such severe 
inflation, he feels similar action was warranted here. 

Inflation has now been incorporated into the planning of 
households and firms and therefore it is more difficult to 
halt the spiral of wages and prices now than it would have 
been when the first inflationary shock occurred. Partici- 


pants in the economy have adjusted their behaviour in line 
with their inflationary expectations. For example, em- 
ployees who were on long-term contracts when inflation 
began bargain for future wage increases large enough to 
compensate them both for earlier and anticipated losses in 
purchasing income. Employers have little reason to refuse 
these increases since lower wage rates could result in higher 
turnover rates and a lower quality labour force which could 
force labour costs even higher in the end. 


The dangers of controls 


Controls, together with a tight monetary policy, can help 
to break this chain of inflationary expectations and ease the 
adjustment period. They demonstrate the government's 
commitment to an anti-inflationary policy for as long as it 
is required — a commitment that may not be as evident to 
union and company leaders with a restrictive monetary 
policy alone. Nevertheless, Lermer warns that controls are a 
dangerous instrument. By limiting price movements, they 
interfere with the means by which resources are allocated 
and goods are directed to domestic and foreign markets. 
Moreover, they can adversely affect productivity levels, 
thereby causing a drop in real per capita incomes which 
may be as serious a cause of social discontent as inflation 
itself. 

Although inflationary expectations may now be suffi- 
ciently strongly entrenched to warrant this kind of inter- 
vention, Lermer advocates a return to monetary policy as 
the main means of achieving price stability as soon as 
possible. Monetary policy should be redesigned, with the 
Bank of Canada permitting the exchange rate to fluctuate 
in response to world prices. One alternative that he suggests 
is to limit devaluations in the exchange rate to a maximum 
of one per cent a year, but to allow unlimited appreciation 
of the Canadian dollar. Consequently, if inflationary shocks 
occur within Canada, they will be checked quickly before 
they can be reflected in wage negotiations, since the Bank 
would be unable to facilitate excessive wage hikes by 
increasing the supply of money. A firm commitment by the 
Bank of Canada to such a policy would reduce the 
likelihood of monetary policy contributing to any future 
inflationary pressure. 


*George Lermer, Has Monetary Policy Failed? Economic Council 
of Canada, Discussion Paper No. 86. 
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A REPORT 


Living Together: A Study of Regional Disparities. (EC22- 
54/1977, $5.50 in Canada, $6.60 in other countries) 

Regional disparities in unemployment rates and income 
levels continue to be intolerably large. Nonetheless, the 
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Editor's Remarks 


AFTER ONE YEAR 


Almost a year ago the first edition of the Bulletin 
was printed and distributed in slightly over 5,000 
copies. Since then, distribution has doubled to more 
than 10,000 copies. Many of the articles have sparked 
considerable interest and debate among readers. It has 
also been suggested that the Bulletin be used as a 
teaching aid for economics courses. From this 
reaction, it appears that the Bulletin has been 
successful in its original goal of informing a wider 
public of the Council's activities. 

It is appropriate at this point to review the 
function of the Bulletin. It often presents the 
opinions and recommendations of either the Council 
or individual authors on matters of current economic 
interest. Nevertheless, the Bulletin does not necessa- 
rily reflect the views of the Council Members. 

The Bulletin does not review all that is published 
by the Council. It is the current interest and 
importance of a particular finding or observation 
which leads the Editor to present an intentionally 
short article on one aspect of research rather than to 
offer a summary of the entire publication. The 
information presented in the article may be taken 
from a chapter of a Council report, a paragraph in a 
staff study or discussion paper, a conference spon- 
sored by the Council, or a comparison of results from 
research carried out either within or outside the 
Economic Council. 

Unlike consensus reports, studies and discussion 
papers are not approved or signed by Council 
Members. Rather, they are the result of research 
undertaken by individual authors who are on the 
Council's staff either full-time or on a contract basis. 
Discussion papers are actually interim working 
Papers, made available so that the authors can receive 
professional comments. 

We have appreciated the comments made by 
readers over the past year and look forward to con- 
tinuing to receive your opinions. 


SUMMER, 1977 


“TSSN 0702-6633 


THE CASHLESS SOCIETY: 
PROBLEMS IN TRANSITION 


After adapting to cheques and credit cards in only a few 
years, Canadians can now anticipate an even more radical 
innovation in banking services — an electronic payments 
system. Computer facilities will link retail outlets with 
deposit institutions so that payments can be transferred 
instantaneously from the buyer’s account to that of the 
seller’s. For example, retailers would be guaranteed 
payment on their sales and consumers would not have to 
carry cash. Such a network would offer many advantages to 
users. 

However, the Economic Council also foresees some 
potential problems.! Depending on how the system is 
implemented, the Council believes that it could undermine 
the competition and hence the efficiency of Canada’s 
financial sector. 


... see page 2 
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... the cashless society 


In a policy paper published in 1975,2 the federal 
government appeared to envisage a single monopoly 
payments network — or, at most, two networks — serviced 
by a Canadian-owned computer industry. This system 
would be protected against all competition and would 
provide qualified users throughout Canada with access to 
the electronic transmission of data. 

The Council has serious misgivings about this approach. 
One danger is that it will lead to a premature commitment 
to only one of many potential technologies. If various 
communications networks were allowed to compete for 
servicing the payments system, there would be greater 
scope to innovate and to experiment with different 
technologies in a continuous effort to make the system 
more efficient. 

As well, the Council questions the need to have a 
nationwide payments service from the very start. Initially, 
the service would be viable only where there are enough 
affiliated establishments for it to operate profitably. At 
some point the additional cost of extending this area of 
service would be too high. Faced with excessive fees, 
potential users might choose to rely on less efficient means 
of meeting their needs. 

Moreover, Canadian ownership of the computer industry 
servicing the system may be desirable politically but it 
could be costly. If the protected domestic industry oper- 
ated less efficiently than its foreign competitors, the price 
of using the system would be higher than necessary. While 
the Council supports the goal of promoting Canadian 
industry, it believes that this objective could be achieved 
through other means, such as offering subsidies to domestic 
producers, without sacrificing competition. 

The Council agrees that there is a need to plan the way 
in which the electronic payments system should ultimately 
be implemented, but notes that it is clearly impossible to 
anticipate and forestall all the difficulties which might arise. 
Decisions reached too early could unduly restrict the 
development of the system. Accordingly, it recommends 
that a number of small, specialized committees of pros- 
pective users be established to plan various aspects of the 
system’s implementation in which they have a common 
interest. These committees could respond to continuing 
rapid technological change and could deal with obstacles to 
flexibility and competition as they arise. 


1. Economic Council of Canada, Efficiency and Regulation: A 
Study of Deposit Institutions, Ottawa, Supply and Services 
Canada, Cat. No. EC22-47/1976. For more information, refer to 
D. L. McQueen and J. R. Savary, Economic Significance of the 
computerization of Deposit-Taking Institutions in Canada, 
Economic Council of Canada, Discussion Paper No. 87. 

2. Government of Canada, Towards and Electronic Payments 
System, Ottawa, Information Canada, 1975. 


ADAPTATION: 


CHALLENGE FOR CANADIAN INDUSTRY 


One of the most pressing problems now facing Canadian 
manufacturers is the rapidly increasing import competition 
from developing countries who are able to supply goods 
more cheaply — competition which in some cases threatens 
industrial survival. This was the major concern which 
emerged during a conference on industrial adaptation 
organized by the Economic Council and held in Montreal 
on June 27 and 28. Of the 49 participants, many were from 
industries such as textiles and electrical goods which are 
particularly vulnerable to imports. Others were from the 
federal and provincial governments, universities, and con- 
sumer groups. (A number of labour representatives were 
invited but only one attended.) Through this forum, the 
Council hoped to facilitate a better understanding of the 
divergent and often conflicting perspectives and priorities 
which must be considered in developing policies to assist 
industries in adapting to changing domestic and interna- 
tional conditions. 

In general, the participants felt that the solution lay 
neither in a policy of stronger protection nor in unqualified 
free trade. Rather, they agreed that there must be a 
compromise between these two extremes, balancing the 
desire to meet Canada’s international obligations to devel- 
oping countries with the need to protect endangered 
Canadian industries. However, although they generally 
described such a compromise as the result of co-operation 
between business, government, labour, and other affected 
groups — perhaps through representation on an Industrial 
Adaptation Commission — it proved difficult to formulate 
what shape it should take. It was also pointed out that it is 
developed countries which now provide much of th 
competitive pressure on Canadian producers. 

Some participants favoured a “‘hard-nosed’’ approach 
They argued that the adjustment process should be guided 
by market forces so that, for example, faltering industries 
do not continue to be propped up by governmen: 
subsidies. 

Others contended that some degree of protection i 
necessary to create a secure domestic market in whict 
manufacturers can improve their efficiency and becom 
more competitive. Without this, they doubted that thr 
potential gains from trade liberalization would be sufficien 
to outweigh the losses entailed. In particular, they wer 
concerned about the unemployment that would inevitabl 
occur as industries unable to compete with foreign supplier 
were forced out of production. 

However, it was pointed out that there will be adapté 
tion problems with any commercial policy followed b' 
Canada. A reduction of tariffs would likely entail imme 
diate costs in unemployment. Yet postponing the need fc 


dustrial adjustment by retaining the current levels of 
‘otection could create even more serious problems. Ac- 
ywdingly, it was felt that there should be a realistic 
ypraisal of the costs and benefits that can be expected to 
company adaptation in order to determine how best to 
hdertake this process. 
_ Business spokesmen pointed out that industrial adjust- 
jent in Canada is complicated by a number of problems. 
ere was concern about the high wage structure in 
lanada, especially in light of the fact that labour costs here 
ibstantially exceed those in the United States. Coupled 
ith low-productivity performance, this seriously reduces 
1e cost-competitiveness of Canadian industry. Further- 
a it was felt that the current uncertain business climate 
not conducive to the investment which would be 
ecessary for industry to adapt. 

Some of the companies represented at the conference 
bye already made significant headway in adapting to 
danging conditions. A participant from the shoe industry 
escribed the crisis now facing that industry in Canada. 
ith imports likely to exceed 60 per cent of the market in 
977, a growing number of plants are being shut down due 
» a lack of demand for domestically-produced shoes. The 
oe industry has begun to rationalize its production in 
rder to become more efficient. It has been estimated that 
y doubling the volume of output, costs can be cut by 15 
) 20 per cent. Twenty-one shoe companies nave been 
osed over the past two years and, in one region, seven 
»mpanies are collaborating to use joint services. However, 
2 stressed that while the industry is adjusting it needs to 
2 protected so that the cost in unemployment of these 
anges can be minimized. 


On the basis of this and other experiences recounted at 
ve conference, it was observed that much can be achieved 
y private industry if companies can streamline their 
oerations by becoming more specialized and reducing their 
roduction costs. However, participants emphasized the 
eed for more certainty as to whether government policy 
‘ould complement industrial adaptation. For example, 
»me businessmen noted that the federal government's 
ompetition legislation had seriously hampered industry’s 
‘forts to expand and consolidate in order to become more 
oMpetitive internationally, although a representative from 
onsumer and Corporate Affairs denied that this had been 
s intent. It was felt that government should support and 
isist industry in adaptation by providing financial aid and, 
1 the initial stage, some tariff protection to ensure that 
djustment is as gradual and painless as possible. 


Yet, as one participant noted, the line between protec- 
on while adjustment takes place and protection which 
rovides a disincentive to change is very fine. Indeed, an 
sonomist reflected that in many industrialized countries 
Jjustment policies tend not so much to facilitate change as 
) protect against it. The conference demonstrated that 
vere is a real need for a continuing dialogue of this type 
Nong industry, labour, government, and other concerned 
“oups. 


ANOTHER 
LOOK AT 
DREE 


In its recent report, Living Together: A Study of 
Regional Disparities, the Council concluded that even 
though the federal RDIA (Regional Development Incentive 
Act) program to attract firms to high-unemployment 
regions has been far less successful in creating jobs than 
published estimates have implied, it is worth continuing." 
Two economists on the Council's staff, Neil Swan and Tony 
Glynn, have recently completed a paper? which demon- 
strates in greater detail some of the reasoning behind this 
finding. 

They attribute persistent regional disparities in unem- 
ployment to the fact that in some areas the demand for 
goods and services is lower than in others, in comparison 
with production capacity, so that a smaller proportion of 
the labour force finds work. Federal stabilization measures, 
such as tax cuts, do help, but they are not capable of 
dealing fully with the problem. They rarely stimulate 
output as close to full capacity in high-unemployment 
regions as elsewhere. 

The RDIA program therefore provides a useful com- 
plement to these measures. Moreover, it does not do so at 
the expense of jobs in traditionally low-unemployment 
regions, for it is precisely in these regions that stabilization 
policy can and does compensate for any adjustments which 
occur as a result of the RDIA program. Nor does the 
possibility that people in RDIA jobs might otherwise have 
found work by migrating seriously lessen the usefulness of 
the program. 

The value of RDIA does not belie the fact that other 
solutions might be even more successful. Indeed, the Council 
advocated in its report that provincial governments in 
high-unemployment regions should undertake their own 
stabilization policies to combat unemployment more effec- 
tively. 

It should be noted that one of the tables in Living 
Together: A Study of Regional Disparities that dealt 
with the RDIA program (Table 8-8) contained an in- 
correct figure. However, the corrected figure would have 
yielded results only marginally less favourable to the 
RDIA program, and would not have affected the con- 
clusions and recommendations of the Council. A corrected 
version of the table appears on page 7, column 2. 


1. See Chapter 8, “Government Assistance and Business Location” 
in Living Together: A Study of Regional Disparities, Ottawa, 
Supply and Services Canada, 1977. 

2. Neil Swan and A. Glynn, The Costs and Benefits of Industrial 
Location Grants, Economic Council of Canada, Discussion Paper 
No. 93. 


Debate 


on Competition 


The following article outlines some of the key issues in the ongoing controversy ovet 
competition policy. It is a brief, retrospective view since there has been no in-depth “second 
look” at competition policy by the Economic Council. For a thorough understanding of the 
current debate, the reader must study all of the relevant documents, including the Council’s 
Interim Report on Competition Policy and Bill C-42, the more important intervening legislation 
and reports, and the major court judgments handed down under competition law in the last eight 


years. 


The multifarious views on the form that competition 
policy should take have made it a notoriously controversial 
issue in Canadian politics. Eleven years ago, the federal 
government requested the Economic Council to examine 
the highly criticized Combines Investigation Act and 
recommend comprehensive revision. The result was the 
Council’s 1969 Interim Report on Competition Policy,’ 
which proposed a new approach to competition policy. Yet 
the subject continues to be hotly debated and only partial 
progress has been made towards implementing new legisla- 
tion. 


The first draft legislation to follow the Council's Report 
was Bill C-256, introduced in 1971 by Ron Basford, the 
former Minister of Consumer and Corporate Affairs. In the 
face of strong business opposition, it was withdrawn the 
following year. 


Under Minister Herb Gray, the Department subsequently 
tried a different approach, splitting revision of the Com- 
bines Investigation Act into two stages. The first set of 
proposals addressed some of the less controversial matters 
treated by the Council and, with some alterations, was 
passed as Bill C-2 in 1975. On the whole, this stage was 


consistent with some of the broad general directior 
recommended by the Council. 

However, the more controversial issues raised by M 
Basford’s Bill C-256 remained unresolved. Before tacklin 
these, the government commissioned a new round c 
studies. The best known was the Skeoch-McDonald repor 
Dynamic Change and Accountability in a Canadian Marke 
Economy. 2 

Following these reports, the second stage of competitio 
policy legislation was introduced in Parliament by Ministe 
Anthony Abbott in 1976 as Bill C-42, sparking renewe 
debate. One area of contention is whether the goverr 
ment’s latest proposals follow the intent and guid 
lines of the Economic Council and Skeoch-McDonal 
reports. 

A brief comparison of the measures advocated by th 
Council and the government will indicate the general trer 
of the legislation. The following synopsis of some of B: 
C-42’s more important provisions shows that the gover 
ment has followed the Council recommendations mo 
closely in some areas than in others. In particular, it h 
diverged considerably from the Council’s proposals ¢ 
monopolization, joint monopolization, and class actions. 


mpetition Board: According to the Council's Report, 
uy five major areas of the Combines Investigation Act 
ouid remain under the jurisdiction of criminal law: 


dIlusion between competitors to fix prices, allocate mar- 


2ts, and prevent greater competition (from either potential 


Interlocking Directorates: Where two or more companies 
have overlapping Boards of Directors, the Council recom- 
mended that the Tribunal examine these, as with mergers, 
“where they seemed of possible significance for competi- 
tion policy.” Similarly, Bill C-42 has a specific provision 


Competition policy is a notoriously controversial issue in Canadian 
politics. Since 1966 — despite three attempts by the government to pass 
legislation revising the contentious Combines Investigation Act and a 


myriad of studies on this subject — the problem of how best to approach 
competition policy remains unresolved. 


2w competitors or expansion of existing competitors), 
sale price maintenance, and misleading advertising. The 
2st would be reviewed under civil law by the Competitive 
ractices Tribunal. This Tribunal would consist of up to 
ven persons. It would have a small research staff and 
‘mould be able to initiate general enquiries. This would 
crease the role of officials in controlling economic 
ehaviour and conduct. The Council stated that ‘‘Appro- 
riate rights of appeal from the Tribunal on questions of 
iw would be authorized”, but made no recommendation 
or appeals on questions of fact. 

In Bill C-42, the government describes a larger Compe- 
tion Board, with a permanent membership of no more 
van seven persons and an associate membership of up to 
ve. There is no provision for a separate research staff. 
ower to launch general enquiries rests exclusively with the 
ompetition Policy Advocate in the Department of Con- 
ymer and Corporate Affairs and/or the Minister. The 
rocedure on appeals outlined in the Bill and in the Federal 
ourt Act seems to be in accord with the Council's Report. 


lergers: The Council anticipated that relatively few mergers 
ould appear likely to be economically harmful. Those that 
id would be brought before the Competitive Practices 
ribunal. They would be examined in the light of specified 
‘iteria and judged as to their probable effects. Where 
Ipropriate, the Tribunal might order dissolution or take 


ther action. 
Under Bill C-42, mergers would also disappear from the 


riminal law sections of the legislation. The process by 
hich certain mergers would be brought before the 
ompetition Board for review and possible remedy under 
ivil law procedures seems broadly similar to Council 
2commendations. So do many of the criteria for merger- 
ssessment, although they are expressed in somewhat 
ifferent words. There are, however, specific references to 
re “intent” of acquiring companies, and to the possibilities 
f their having entered the relevant market in alternative 
lays, that are not mentioned directly in the Council’s text. 


authorizing the Competition Board to break interlocks 
where they ‘“‘substantially lessen’’ competition. 
Specialization and Export Agreements: The Council’s 
Report outlined a procedure whereby the Tribunal would 
examine agreements between firms either to specialize 
production in order to reduce cosis or to join together in 
exporting goods in order to improve Canada’s competitive 
position internationally. If they met certain criteria, they 
could be given formal approval for limited periods of time 
and exempted from the price-conspiracy provisions of 
competition policy legislation. 

Bill C-42 provides a procedure of the same general 
nature for specialization agreements but not for export 
agreements. Rather, it widens the existing exemption for 
the latter. 

Directly Regulated Industries: In general, the Council was 
not in favour of exempting certain industries from competi- 
tion policy and subjecting them to continuing, direct public 
regulation by appointed boards or commissions, such as the 
Egg Marketing Board. The Council also urged the Depart- 
ment of Consumer and Corporate Affairs to intervene more 
frequently on behalf of consumers in the proceedings of 
regulatory bodies. Both Bill C-42 and its Stage | predecessor 
contain a number of provisions consistent with these 
recommendations. 

Price Discrimination: This may be defined as selling to two 
or more customers at different prices when the costs of 
serving all are the same, or selling at identical prices when 
the costs are significantly different. Noting that the practice 
would be economically harmful only under certain circum- 
stances, the Council recommended that it be treated 
exclusively as a matter for civil law review before the 
Tribunal. 

By contrast, Bill C-42 retains an amended version of the 
criminal law clause on this matter as a deterrent, although 
there has never been a conviction under it. Only certain 
cases of “price differentiation’’ are permitted to come 
before the Competition Board. 


Monopolization: The Council recommended that this be 
removed from the criminal law section of the Act and dealt 
with under civil law by the Competitive Practices Tribunal. 
It noted that its specific recommendations on trade 
practices and mergers would prevent firms from monop- 
olizing or dominating their markets where this would not 
be economically efficient. However, “There would be no 
barrier to the achievement of market dominance or 
monopoly via the route of internal company expansion and 
superior efficiency.” The Council added that extreme cases 
of dominance or monopoly might require a tariff reduction. 
A more drastic solution would be for the government to 
introduce special legislation to divide the company into 
smaller units. 


Bill C-42 retains in amended form the existing criminal 
prohibition of monopolization to ‘deter ... extreme cases 
of abuse of monopoly power.” However, cases of alleged 
creation, entrenchment or extension of a monopoly would 
be referred to the Competition Board for civil law review 
and remedy where appropriate. 


Joint Monopolization: Bill C-42 defines this as a situation 
in which a few people, not necessarily all affiliated, gain 
substantial control of some portion of the market in which 
they sell their product. They may or may not have formally 
agreed to do this but the effect is to limit competition as in 
a monopoly situation. The Bill refers such situations to the 
Competition Board for review as it does for cases of 
monopolization. 


The Council’s concern about the obstacles to com- 
petition created by such situations underlay a number of its 
recommendations. Although none was directed specifically 
to this problem, the subject was dealt with indirectly 
through proposals on mergers and other situations to be 
reviewed by the Tribunal. 


Class Actions: The Economic Council recommended that 
individuals — including companies —be able to recover 
damages arising from certain violations of competition 
policy. A provision to this effect was enacted in the first 
stage of legislation. Bill C-42 extends this even further, 
allowing consumers and others to sue collectively for 
damages. 

From this account, it is obvious that although the 
Council’s Report has had a significant impact on the 
government’s approach to competition policy, there are 
areas where the government has chosen a route different 
from that advised by the Council. 


1. Economic Council of Canada, /nterim Report on Competition 
Policy, Ottawa, Information Canada, 1969. 

2. Lawrence A. Skeoch and Bruce C. McDonald, Dynamic Change 
and Accountability in a Canadian Market Economy, Ottawa, 
Supply and Services Canada, 1976. 

Editor’s Note: The Editor wishes to thank David McQueen, 

Principal of Glendon College at York University, for his assistance 

with this article. A former member of the Council, Professor 

McQueen was one of the authors of the Council's Report. 


THE COUNCIL MEMBERS DISCUSS... 


... the future of 
the Council and 
the constitutional 
debate 


“‘The Economic Council would be a viable mechanism fo 
multipartism in Canada,"’ in the opinion of Mr. Marce 
Bélanger, who has been a member of the Council sinc 
1971. To bring this about, he believes that it would b 
necessary to change the Council’s method of operation b 
directing some of its work towards the short term. 

However, this increased responsibility would not affe 
the credibility the Council has established and the work 
the Council members would remain basically the same. “‘I 
may appear that the government pays little attention to th 
Council's recommendations,”’ states Mr. Bélanger, ‘’but this 
is a false impression that is shared only by those whe 
constantly expect the Economic Council to make onl 
earth-shaking proposals.’’ 

Mr. Bélanger is aware that the participation of several 
groups in any advisory body tends to dilute the end result. 
He believes, however, that this consensus process allows th 
Council to maintain its objectivity and therefore i 
credibility. 

Mr. Bélanger is concerned about the debate that h 
begun over the constitutional future of Canada. In h 
opinion, any constitutional option carries costs that citize 
must be ready to accept. He says that, ‘“Even though | am 
federalist, | am ready to sit down at any time to discuss th 
possible separation of Quebec if we also discuss the costs 
involved.”’ In his opinion, “it is a misrepresentation to claim 
that there can be both policital separation and economic 
integration.” 

He maintains that the Economic Council will have é 
major role to play in the debate over the future ol 
Confederation by providing Canadians with the necessary 
basic economic data. 

At present, Mr. Bélanger is administrator of severa 
national corporations. In the past, he has worked on severa 
committees, at both the national and provincial level 
including the Commission of Inquiry on Fiscal Policy ir 
Quebec (1963-65) and the Independent Committee fo 
revising the functions of the Office of the Auditor Genera 
of Canada. 


ESEARCH IN PROGRESS: 


The Fourteenth Annual Review 


In preparing this year’s Fourteenth Annual Review, 
which will be released in early November, the Council has 
decided to diverge somewhat from the format followed in 
recent years. That format combined in each Review a 
detailed analysis of a single issue of concern to Canadians, 
such as inflation, growth options, or social indicators, with 
a separate examination of Canada’s economic performance 
in the light of medium-term economic aspirations. The 
latter usually included a discussion of the economic targets — 
called performance indicators — leading to maximum sus- 
tainable economic growth. 

This year, the Fourteenth Annual Review will be 
devoted exclusively to Canada’s economic performance, 
both domestically and _ internationally. Following the 
options for growth theme developed in the Twelfth 
Review, and taking account of high and rising energy 
costs, it pays special attention to the difficulties and 
compromises ‘inherent in attempting to reach five basic 
economic goals simultaneously: a high rate of growth, 
reasonable price stability, full employment, a viable balance 
of payments, and an equitable regional distribution of rising 
income. 

The Review assesses the economic recovery now un- 
derway in Canada, examining why it has been slower than 
Previous cyclical improvements in Canada and slower than 
the upturn in some other countries. It analyzes the 
evolution of federal stabilization policies in response to 
higher unemployment and inflation rates since the end of 
the 1960s. As well, it assesses the competitiveness of 
Canadian industry in foreign markets and _ investigates 
Canada’s status as an international borrower. 

The Fourteenth Annual Review will be available through 
Printing and Publishing, Supply and Services Canada, 
Ottawa, K1A OS9, and through bookstores which act as 
agents for government publications. 


What Happens When We All Retire? 


Canada’s population is aging. Birth rates have declined 
sharply since the 1960s and people born in the post World 
War || baby boom are growing older. This trend could have 
a considerable impact on the Canadian economy, parti- 
cularly because it is anticipated that there will be a 
substantial increase in the number of pensioners relative to 
the size of the labour force. 

The Economic Council has long been interested in the 
economic consequences of the post World War II baby 
boom and, in the past, has examined its implications for the 


education system and the labour market. It is now 
studying the long-term economic effects of retirement 
income policies as this generation reaches a pensionable 
age. 

The current debate about such policies reflects concern 
that some aspects of Canada’s retirement income policies 
might have undesirable implications for the economy in the 
long run — even to the point of jeopardizing the ultimate 
payment of benefits. It is argued, for example, that 
inadequate funding of retirement income policies may 
create a severe financial burden for future generations. 
Hence, any policy changes contemplated should be care- 
fully examined in light of their future economic im- 
plications. 

The Council recognizes that the variety and availability 
of guaranteed retirement income may affect people's 
decisions about how long and how much they will work 
and what proportion of their earnings will be spent or 
saved. This will influence the size of our labour force and 
its productivity in the future. 


In short, as a growing segment of the population 
becomes dependent on retirement income schemes, the rate 
and pattern of Canada’s economic growth and allocation of 
resources may be significantly altered. To anticipate 
adjustments in our policies that may be required over the 
next 50 years, the Council will examine a variety of 
scenarios and suggest ways in which such policy changes 
could be implemented. 


... another look at DREE (from page 3) 


Table 8-8 (Corrected) 
Net Expected Increment to National Output Flowing from RDIA 
Agreements Made During 1970-72, Under Various Assumptions 
About Incrementality 

Incrementality Ratio 


40 25 10 
Per Cent Per Cent Per Cent 


(thousands) 
Expected jobs associated with 
agreements 26.4 16.5 6.6 
($ million) 
Expected value added from jobs2 554 346 138 
Expected expenditure committed 
under the agreements 264 264 264 
Expected net output increase (+) 
or decrease (~) +290 +82 3126 


ee 

1 Allowance was made for that proportion of agreements made 
during 1970-72 which later lapsed due to withdrawal of the offer 
by DREE or rejection of the offer by the firm. 


2 Some analysts argue that the value of (forced) leisure to workers 
formerly unemployed should be subtracted from the numbers in 
this row. This was not done. If, for example, leisure was worth 
$2,000 a year, no output increase would occur until the 
incrementality ratio was 30 per cent. 


Source Department of Regional Economic Expansion, Report on 
Regional Development Incentives, various monthly issues. 


— 


The following STUDIES have been published by the Economic Council of Canada over the last three months. They 
are available through Printing and Publishing, Supply and Services Canada, Ottawa K1A OS9. Discussion Papers 
are available in limited number in the author’s language only through the Public Relations Section, Economic 


Council of Canada (tel. (613) 993-3597). 


TWO STUDIES 


H.H. Binhammer, Jane Williams, Deposit-Taking In- 
stitutions: Innovation and the Process of Change. 
(EC22-51/1977, $4.50 in Canada, $5.40 elsewhere) 

Once criticized for their delay in providing new services 
to meet changing public needs, deposit institutions have 
recently become leading innovators in Canada. The authors 
find that consumers have benefitted from the more 
efficient and integrated financial system which has resulted 
and note that this system will be improved even further 
with the adoption of an electronic payments system. 


J.C.R. Rowley, D.A. Wilton, The Determination of Wage- 
Change Relationships. (EC22-53/1977, $4.00 in Canada, 
$4.80 elsewhere) 

This study refutes the traditional assumption that 
inflationary wage rates can be dampened by allowing 
unemployment levels to rise. The authors point out several 
shortcomings in conventional research on this subject — in 
particular, that it has ignored such well-known features of 
the Canadian labour market as the prevalence of long-term 
wage contracts. As a result, the role of unemployment in 
wage-determination has been greatly distorted. 


THREE DISCUSSION PAPERS 


No. 91. D.W. Henderson, J.C.R. Rowley, The Distribution 
and Evolution of Canadian Family Incomes, 1965-1973. 

The authors find that from 1965 to 1973 the distribu- 
tion of total income among families has become increas- 
ingly unequal. They attribute this largely to major structural 
changes in the Canadian population over this period, notably 
the declining size of families. Government transfers — 
for example, pensions — have done little to counteract 
this trend. 


No. 92. Lawrence W. Copithorne, A Neoclassical Perspec- 
tive on Natural Resource-Led Regional Economic Growth. 

This study examines the role of natural resources in 
regional development. It shows that a good resource 
endowment does not necessarily ensure economic growth 
and therefore the traditional theory that regional disparities 
reflect an unequal distribution of natural resources is at 
best an incomplete explanation. 


No. 93. Neil Swan, A. Glynn, The Costs and Benefits of 
Industrial Location Grants. 
[ See page 3. 
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THE COUNCIL JOINS THE 
DEBATE ON CONFEDERATION 


The problems and complexities of Confederation are not 
new. However, it has become all the more pressing to 
understand and discuss them if Canadians are to work 
_ towards acceptable solutions in the current debate on the 


future of Canada. 
Because of its position as a research agency that 


attempts both to influence policy and to inform the public, 
the Council believes that it can contribute to this discus- 
sion. Accordingly, it has begun research on Confederation, 
focusing on how different kinds of federal-provincial 
arrangements affect individual Canadians not only in 
Quebec but in the West and elsewhere. As well, the Council 
will investigate how these arrangements can be improved. 
Research is planned in a number of areas where major 
irritants and potential problems exist, such as: 
¢ The Provincial Effects of Federal Decisions. The opening 
of the St. Lawrence Seaway and the Auto Pact are 
examples frequently used by Quebec economists in arguing 
that federal decisions over the last twenty years have 
benefited the rest of Canada, and particularly Ontario, at 
the expense of Quebec. So far, however, there has not been 
a detailed quantitative analysis of the effects of these 
decisions. This project will try to provide such an analysis 
both for Quebec and for the other provinces. 
© Stabilization Policy. The Atlantic region and Quebec 
have long complained that the federal government's fiscal 
and monetary policies serve the national interest at their 
expense. The Council’s research for Living Together: A 
Study of Regional Disparities’ \ends some limited support 
to that view. This research will be continued to determine 
how stabilization policy can be administered in a more 
regionally appropriate manner. 
e Industrial Performance. This study investigates how 
changes in federal-provincial arrangements might affect the 
success of particular industries in each region, taking into 
account interprovincial trade, exports, imports, tariffs and 
subsidies, productivity performance, and costs, as well as 
other market conditions. A number of major industries will 
be analyzed to determine what the costs and benefits of 
any major changes might be to producers and consumers 
across Canada. 
¢ Labour and Investment Mobility. Fears have been ex- 
pressed that if Quebec separates there could be an exodus 
of skilled labour and capital investment from Quebec which 


may affect other regions as well. Similar concerns have been 
voiced if Quebec remains in Confederation in radically 
altered form. This project assesses the validity of such fears, 
investigating how changes in federal-provincial arrange- 
ments might, through their impact on labour and capital 
flows, affect the economic welfare of different regions in 
Canada. 

® The Cost of Decentralizing the Provision of Public 
Goods. Greater provincial autonomy would involve some 
duplication in the provision of services which are now 
furnished through federal government departments. The 
two most obvious examples are National Defence and 
External Affairs. This study evaluates the importance of 
such duplication costs, using various hypotheses about the 
degree of provincial autonomy. 

Other projects now underway include an_ historical 
political view of the current crisis, as well as research on 
financial markets, agricultural policies, the location and 
ownership of federal assets and debts, the income benefits 
of Canada’s interprovincial trade, and an international 
perspective on federal-provincial arrangements. 

The results of these research projects will be dissemina- 
ted through working papers, staff studies, speeches, and 
conferences. This reflects the primary objective of the 
Council: to provide on an ongoing basis some of the 
information that the Canadian public requires if it is to 
assess and respond to the crisis now facing Confederation. 


1. Economic Council of Canada, Living Together: A Study of 
Regional Disparities, Ottawa, Supply and Services Canada, 1977. 
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@ The Economic Council's Fourteenth Annual Review 
assesses the Canadian economy and the problems — 
including unemployment and poor industrial com- 
petitiveness abroad — that confront it as it heads 
Into the’ 1980s. che ee ee Page i 
® Despite the many government programs designed 
to redistribute income, a study done for the Economic 
Council shows that total pre-tax income was less. 
equally divided among Canadian families in 1973 
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INCOME INEQUALITY CONTINUES 


Even though governments have 
been committed for some time to a 
more equitable distribution of income 
among Canadians, research recently 
completed for the Economic Council” 
reveals that total pre-tax income was 
less equally divided among Canadian 
families in 1973 than in 1965. This 
occurred despite the many government 
programs which redistribute income. It 
is true that a more equal distribution 
of income does not always connote a 
more equitable situation. Nonetheless, 
the authors of this research, David 
Henderson and Robin Rowley, regard 
it as desirable insofar as it reduces the 
number of families living in poverty. 

While government transfers through 
programs such as Old Age Security, 
Family Allowances, and Unemploy- 
ment Insurance helped raise the aver- 
age levels of family income from 1967 
to 1973, they did little to improve the 
equality of income distribution. In 
fact, the authors observe that more 


liberal unemployment insurance bene- 
fits actually caused payments to be 
reallocated towards higher income 
families. 

They find that much of the trend 
towards greater inequality in the distri- 
bution of total income is attributable 
to major shifts in family structure 
which were occurring at this time. The 
most important of these — in terms 
of their impact on income distribu- 
tion — were changes in family size 
and the relative number of earners per 
family. 

The average family size declined 
steadily from 3.4 persons in 1965 to 
2.9 persons in 1973. By contrast, the 
average number of earners per family 
remained fairly constant at around 1.3 
to 1.4 persons. Therefore, the average 
number of earners increased relative to 
the size of the family unit. 

To a certain extent, the trend to- 
wards smaller family units reflected 
the fact that more persons were living 


alone, particularly those over age 65 
and under 25. Since the authors find 
that income going to smaller family 
units is less equally distributed than 
that going to larger family units, they 
conclude that this trend contributed 
to the increase observed in the inequal- 
ity of the distribution of income. 

In addition, they note that the 
proportion of female-headed families 
grew over this period from 16.7 per 
cent of all families in 1965 to 20.7 per 
cent in 1973. The average income of 
these families, already less than half 
that of male-headed families, increased 
at a slower rate over this period than 
the rate observed for the male-headed 
families. 

The authors are continuing their 
work in this area. But their observa- 
tions to date indicate that certain 
groups may need more selective sup- 
port measures if Canadians are to 
achieve their goal of a more equal 
distribution of income. 

*D.W. Henderson and J.C.R. Rowley, The 
Distribution and Evolution of Canadian 
Family Incomes, 1965-1973, Economic 


Council of Canada, Discussion Paper No. 
91, 
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THE TREND TO INDUSTRIAL 
DEMOCRACY IN CANADA 


Industrial democracy is one area of labour relations in 
which there is no clear-cut ideological split between 
management and labour. Broadly defined, this concept 
consists of breaking down the traditional dichotomy 
between labour and management to allow workers more 
authority and involvement in structuring and controlling 
their work environment. 


Neither group has embraced this notion wholeheartedly. 
Some managers contend that such an institution would be 
too unwieldy and that, far from improving productivity, it 
could actually lead to greater inefficiency because lengthy 
consultation sessions would cut into time spent on the job. 
Union leaders have argued that participation is merely 
another management ploy to exploit workers and to 
undermine the role of unions. Even workers themselves 
have expressed misgivings about their ability and desire to 
participate in such a system. 


Growing interest 


But advocates of this new system of worker-management 
relations are gaining ground in Canada. Keith Newton, an 
economist with the Council, notes the increasing interest in 
industrial democracy in a recent paper.! He attributes it in 
part to the unhealthy state of the Canadian economy. 
Faced with continuing high inflation and unemployment, 
lagging growth rates, and industrial disputes, many Cana- 
dians regard industrial democrery as a means towards a 
more co-operative and hence more productive relationship 
between labour and management. 


As well, the Canadian Labour Congress has focused 
public attention on participation with its demand for a 
tripartite planning body at the national level. Although the 
government has not agreed to the specific CLC propos- 
al — a Social and Economic Planning Council comprised of 
business, labour, and government representatives — there 
have since been a series of tripartite meetings and the 
government seems to be considering some form of multi- 
partite consultation. The introduction of joint decision- 
making at the national level? would probably set an 
example for the private sector. 


Even though attitudes are changing, Dr. Newton expects 
that industrial democracy is not likely to find widespread 
acceptance without considerable debate. Canada has been 
relatively slow to reach this stage of management-labour 
relations. |n most European countries, worker participation 
occurred more than two decades ago either through 


voluntary initiatives, as in Britain and Denmark, or through 
legislation, as in Germany. Consequently, Canada now has a 
wide range of varied experience to assess and draw upon. 


Forms of industrial democracy 


In Dr. Newton's opinion, industrial democracy can and 
should be tailored to meet the unique needs of each 
environment. He cautions that Canada should not try to 
duplicate a form of industrial democracy simply because it 
has proven successful elsewhere. He points out that 
participation can take many forms in practice. For ex- 
ample, there are differences in how industrial democracy is 
initiated and operated. It may be the result of statutory 
provisions, as with works councils and safety committees. 
Or contractual agreements or informal arrangements may 
give rise to voluntary institutions such as committees for 
joint consultation and negotiation. Whether they are legal 
or voluntary, these arrangements may be instituted at 
several levels: the factory, the firm, or the industry. 


The characteristics of the work place decide its potential 
for worker participation. In the case of the firm, Dr. 
Newton describes four determinants: the autonomy of the 
enterprise, its size, technology, and organizational struc- 
ture. For example, smaller firms may be more conducive to 
communication and co-operation than larger firms, which 
are likely to have more rigid regulations and more remote, 
impersonal supervision. 


Whether or not the firm reaches its potential depends on 
what Dr. Newton calls “human factors.’’ That is, how 
willing workers are to participate and how amenable 
management is to their participation. 


Already, many firms across Canada are implementing 
innovative work arrangements, such as job enrichment and 
flexible hours, which give workers more control over their 
work environment. Dr. Newton believes that such innova- 
tions will become more frequent. At the plant level, there 
seems to be a clear preference for an evolutionary and 
voluntary growth of industrial democracy so that it meets 
the particular requirements of individual organizations. 


1, Keith Newton, The Theory and Practice of Industrial Democ- 
racy: A Canadian Perspective, Economic Council of Canada, 
Discussion Paper No, 94. 


2. Note the Council's recommendation on this subject in its Four- 
teenth Annual Review: Into the 1980s, p. 91 (Ottawa, Supply 
and Services Canada, 1977). é 
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RESPECTING NATIVE CULTURES 


The recent debate over which, if 
any, Arctic gas pipeline route should 
be chosen has set a precedent for the 
process of development  decision- 
making in Canada according to Dennis 
Paproski, an economist on the Coun- 
cil’s staff. Through the Berger Inquiry 
and the Wational Energy Board 
Report, Canadians were made aware of 
the great wealth and extreme vulner- 
ability of the North and its people. In 
particular, public attention was focus- 
ed on the plight of native peoples 
when development is planned that 
could endanger their traditional life- 
style. The decision to reject or indefi- 
nitely postpone all but one of the 
pipeline proposals reflected the fact 
that the potential environmental and 
social effects of development had been 
considered as well as the economic 
impact. In Mr. Paproski’s opinion, it is 
unlikely that any future large-scale 
development proposals will be able to 
proceed solely on the narrow basis of 
economic criteria. 
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“all human beings have a 
right to participate fully in 
those decisions on econo- 
mic and social development 
which will shape their lives 
and environment” 


In a recently completed paper,” he 
argues that ‘‘all human beings have a 
right to participate fully in those 
decisions on economic and social de- 
velopment which will shape their lives 
and environment.” Specifically, he be- 
lieves that indigenous peoples can 
provide valuable information on the 
potential impact of development. 
They must be actively encouraged to 


IN DEVELOPMENT 


contribute to the decision-making pro- 
cess if there is to be a _ balanced 
evaluation of alternative proposals for 
development in frontier areas. 

But formal hearings held in urban 
centres remote from the relevant fron- 
tiers will not serve this purpose well 
because, in such a setting, native 
groups will tend to rely on outside 
advisors to score their bargaining 
points. To know the genuine concerns 
of native peoples, independent public 
inquiries must be established to listen 
to them in their own communities. In 
this setting, the onus should be on 
development proponents or on public 
authorities making the final decision 
to prove whether these concerns are 
valid. 

Mr. Paproski points out that it is 
difficult to estimate the monetary cost 
of alternative development proposals. 
Especially during periods of inflation, 
cost projections tend to be too low — 
projects such as the Montreal Olym- 
pic Games and the James Bay Develop- 
ment show that cost overruns can be 
considerable. We can be even less 
certain of the environmental and social 
impact of development. 

Because of their lifestyle, native 
peoples have long recognized the im- 
portance of maintaining a balance be- 
tween their demands upon nature and 
the capacity of nature to renew itself. 
This continuing dependence on re- 
newable resources tends to breed a 
conservationist attitude towards large- 
scale change in economic activity — 
an attitude which makes them well 
qualified to serve as ‘resident experts” 
on whether unacceptable environ- 
mental damage is likely to result from 
development. 

It is particularly important to in- 
clude native peoples in the decision- 
making process since they will be most 
severely affected by the social change 


entailed by development. The most 
traditional groups can expect abrupt 
changes in their social mores, with a 
rapid deterioration in individual mo- 
rals and community cohesion. This 
may be reflected in sharp increases in 
the rate of alcoholism, family break- 
up, and violence. There may be some 
social benefits. For example, construc- 


. .. native people have rare- 
ly realized sustained econo- 
mic benefits without having 
politically and legally recog- 
nized claims to the resour- 
ces of their area. 


tion of the development project will 
create new employment opportunities 
for native peoples. But this type of 
work is short-lived and they are not 
likely to have the requisite skills to 
qualify for longer term jobs. 


Mr. Paproski notes that native 
peoples have rarely realized sustained 
economic benefits without having po- 
litically and legally recognized claims 
to the resources of their area. Rec- 
ognition of their proprietary rights 
would give them greater influence over 
the way in which development is 
undertaken and would ensure that 
they were compensated for the ex- 
ploitation of their land. Such a situ- 
ation would encourage socially and 
environmentally consistent develop- 
ment attitudes and performances. 


*Dennis M. Paproski, Weighing Conflicting 
Concerns in the Context of Frontier De- 
velopment, Economic Council of Canada, 
discussion Paper No. 96. A somewhat 
revised version of this paper will be pub- 
lished in the April 1978 issue of Natural 
Resources Forum, a journal of the Centre 
of Natural Resources, Energy, and Trans- 
port of the United Nations. s 


B.C. COUNCIL MEMBERS 
DISCUSS... 


... the West’s view of Canada 


The West has lived with a feeling of economic discrim- 
ination for most of the time that it has been in Confedera- 
tion according to Pat Carney and Charles J. Connaghan, 
two members of the Economic Council who live in British 
Columbia. In Ms. Carney’s opinion, “‘the West survives 
mainly by ignoring a lot of the rest of the country.’” The 
standard Western reaction is that if there is any economic 
justice the locus of economic power will eventually shift 
westward and Central Canada will get its due for having 
ignored its resource-rich Western partners. 

She believes that a major difference between the West 
and Central Canada is in their outlook on trade policy: the 
West depends on free trade and views Ontario and Quebec 
as relying on protected markets. ‘‘There is a real concern 
that Ottawa talks free trade and actually implements 
protectionist policies.” 


“the West survives 
mainly by ignoring a 
lot of the rest of the 
country.” 


This helps to explain the West’s response to recent 
discussion about the need to develop a national industrial 
strategy. Ms. Carney maintains that ‘No industrial strategy 
would suit the West unless it had two components: one of 
them is emphasis on free trade and the other is the 
Lougheed argument for being able to upgrade and manu- 
facture our resources in place — in the West.” 

In Mr. Connaghan’s opinion as well, a national industrial 
strategy would have to be tailored to meet the needs of 
each region. He says that British Columbia could develop a 
manufacturing sector based on processing the province's 
natural resources. He contends, however, that a broader 
manufacturing base would not be feasible because British 
Columbia is isolated from Ontario, Quebec and the adjoin- 
ing northern United States — the main markets for many 
manufactured goods. As well, because British Columbia's 
wage rates are traditionally higher than elsewhere in 
Canada, its goods are less likely to be competitively priced. 


Mr. Connaghan does not believe that Westerners blame 
federal policies for slowing British Columbia's trade associa- 
tion with the Pacific rim countries. He observes that British 
Columbia has often enjoyed captive external markets for its 
natural resources. Now that other suppliers have entered 
the mining, fishing, and forest products industries, it must 
mount a more energetic sales campaign if it is to preserve its 
markets. Both he and Ms. Carney note that British 
Columbia, like the rest of Canada, must also improve its 
productivity if its goods are to be internationally com- 
petitive. 


“British Columbians. . . 
really don’t want Que- 
bec to separate.” 


Ms. Carney anticipates that the debate on Confederation 
will benefit the West by creating the climate for negotiation 
of a “more regionally structured Confederation.’ She says 
the West does not view the problem as being restricted to 
English versus French Canada. ‘The Confederation debate 
is perceived in the West as an economic debate. It is not 
seen in the West only as a cultural debate. This is a very 
clear difference.” If the situation is to be resolved satisfac- 
torily for the West, it must result in more economic 
decentralization. 


Mr. Connaghan, however, believes that this one-sided 
view of the debate is disappearing among Westerners. 
“There is a greater awareness today about the realities of 
the situation,’ he says. “British Columbians are very proud 
of this country. They really don’t want Quebec to 
separate.’ Although he is not certain that the solution lies 
in rewriting the constitution, he warns that if this step is 
taken British Columbians will want the same kind of 
treatment as the rest of Canada. Giving Quebec special 
considerations might temporarily ease the situation, ‘but 
ten years from now we might have a greater constitutional 
problem.” 


He realizes that neither the federal government nor the 
Quebec government can provide a solution because each is 
locked into a political position. Therefore, he suggests that 
the other nine provinces should adopt the role of mediator. 
He is concerned, however, that there is little time left, that 
“in our thinking we are about five years behind and we've 
only got about a year to act.” 

Ms. Carney is President of Gemini North Ltd. in 
Vancouver and Mr. Connaghan is Vice-President of Admin- 
istrative Services at the University of British Columbia in 
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The following ANNUAL REVIEW and STUDY have been published by the Economic Council of Canada over the last three months. 
They can be obtained through Printing and Publishing, Supply and Services Canada, Ottawa, K1A OS9. DISCUSSION PAPERS 
are available in limited number in the language of preparation through the Public Relations Section, Economic Council of Canada 


(tel. (613) 993-3591). 


ANNUAL REVIEW 


Fourteenth Annual Review: Into the 1980s. (EC21-1/1977, 
$2.00 in Canada, $2.40 elsewhere) 


See pages | to vi. 


A STUDY 


Gérard Hébert, Labour Relations in the Quebec Construc- 
tion Industry, Part 1. (EC22-52/1977-1, $5.00 in Canada, 
$6.00 elsewhere) 


This is the first of a three-part study which examines the 
unique character of the system of labour relations in 
Quebec’s construction industry and the province's ex- 
periments with job security. This volume consists of a 
history and analysis of the system in order to determine 
its general situation. 


EIGHT DISCUSSION PAPERS 


No. 94. Keith Newton, The Theory and Practice of 
Industrial Democracy: A Canadian Perspective. 


See page 3. 


No. 95. Jean-Michel Cousineau and Robert Lacroix, 
L’‘impact de la politique canadienne de contréle des prix 
et des revenus sur /es ententes salariales. 


This study finds that up to the end of the first quarter 
of 1977 Canada’s wage and price controls successfully 
restrained the rate of money wage increases in major private 
and public collective agreements. Although the impact of 
controls was progressive in both sectors, it was felt more 
rapidly in the public sector. 


No. 96. Dennis M. Paproski, Weighing Conflicting Con- 
cerns in the Context of Frontier Development. 


See page 4. 


No. 97. Norm Leckie and Keith Newton, Determinants 
of Work Hours in Canada. 


The authors find that the trend to a shorter work-week 
is decelerating. If it is to continue, it must be accompanied 
by improved productivity so that output levels can be 
sustained even with the prospect of slower growth in the 
work force. 


No. 98. Glenn P. Jenkins, Capital in Canada: Its Social 
and Private Performance 1965-1974. 


Using estimates of the social and private returns from 
capital in Canada during the 1965-74 period, the author 
measures the tax revenues gained from foreign-owned 
capital. As well, he evaluates public investment projects 
by calculating the social opportunity cost of government 
funds. 


No. 99. Gordon Barker and Richard Beaudry, Maintenir, 
rompre ou... . faire l‘unité canadienne ? 


The authors present a largely annotated bibliography of 
close to 800 books, articles, speeches, and official docu- 
ments which explore the diverse aspects of national unity 
in Canada — historically, currently, and with a view to the 
options for the future. 


No. 100. Keith Newton and Norman Leckie, What’s OWL 
(Quality of Working Life)? Definition, Notes and Biblio- 


graphy. 


The growing multidisciplinary interest in OWL _ has 
resulted in a flood of literature on this subject over the last 
decade. To restore some order for the would-be researcher, 
a definitional framework of QWL is provided with notes on 
the various topics covered and extensive accompanying 
references. 


No. 101. J. M. Mintz, The Measure of Profitability in 
Canadian Banks. 


The author calculates the rate of return to shareholders’ 
capital to determine profitability in banking and finds that 
Canadian banks earned higher profits after 1967 than other 
deposit institutions in Canada and the United States. Several 
factors are examined to determine the reasons for this. 
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INTO THE 1980s 


In its Fourteenth Annual Review, entitled Into the 1980s, the Economic Council of Canada 
examined the recent unsatisfactory performance of the Canadian economy and concluded that, 
without policy changes and major new initiatives, there is little hope for improvement over the 
next five years. The following article summarizes the Council’s findings and recommendations. 


Despite some easing of inflation over the last two years, 
Canada’s recent economic performance has been lacklustre 
by comparison with almost every other western industrial- 
_ ized nation. The problems Canadians now face are two-fold. 
In the short term, the federal and provincial governments 
must take stronger action to restore confidence in the 
~ economy and bolster recovery. But this recovery will not be 
sustained over the long term unless deep-rooted weaknesses 
in the economy are resolved. 

Inflation is expected to average 7.5 per cent for 
1977 —a disappointing level compared to the govern- 
_ment’s original goal of 6 per cent when its anti-inflation 
- program was introduced. Rising food and energy prices, 
‘along with higher import costs resulting from the deprecia- 

tion of the Canadian dollar, have contributed to this 
increase. 

The “shock” effect of wage and price controls has 
succeeded in curbing inflationary pressures and expecta- 
tions. Wage settlements were more directly and visibly 
affected than prices and profits, but this was because 
annual increases in wages and unit costs were originally far 
out of line with productivity gains. Furthermore, profits 
grew moderately because of slow business conditions and 
idle capacity rather than as a result of penalties imposed by 
the Anti-Inflation Board. 

There is little evidence, however, that controls have 
distorted the wage structure. On the contrary, they have 
prevented groups that exercise market power — often in 

the public sector — from imposing exorbitant demands 
that would have led to higher prices and taxes. 

After the controls program is phased out, containing 
inflation will continue to be a major objective for federal 


stabilization policy. As well, reducing unemployment rates 
to the lowest possible levels must remain a primary target. 
In 1977, there were about 300,000 more persons in the 
labour force than in 1976, representing a relatively modest 
increase of 2.6 per cent. But the increase in job openings is 
only expected to be 1.4 per cent, or 180,000 jobs. As a 
result, 120,000 would-be workers will not be able to find 
jobs and the unemployment rate will continue to be over 8 
per cent. 


Labour Market Indicators, Canada, 1974-77 


1974 1975 1976 19771 


(Per cent) 
Increase in working-age population 2.8 2.7 2.4 Zee 
Participation rate2 60.5 61.1 61.1 61.4 
Increase in labour force 4.2 3.7 PDAS 2.6 
Increase in employment 44 1.9 Zo 1.5 
Unemployment rate 5.3 7.0 hae 8.0 


1 First nine months of 1977 only. 
2 Labour force as a proportion of working-age population. 
Source Data from Statistics Canada. 


Personal incomes reflect these poor employment condi- 
tions. In 1975, the average total income for Canadian 
families rose by 11 per cent from the previous year to 
$13,500 — barely matching the increase in inflation that 
year. While there was a significant improvement in real 
earnings in 1976, resulting from stepped-up economic 
activity and slowing inflation, it is unlikely that the overall 


pace of improvement in family well-being that occurred in 
the early 1970s will be repeated in the years immediately 
ahead. 


Annual Unemployment Rate and Annual Change 
in Productivity and Real Disposable Income per 
Capita, Canada, 1961-76! 


aa Unemployment rate ——— Productivity 


eeorcassnk Real disposable income 
per capita 


(Per cent) 
8 —— 


1961 64 68 72 76 


1 Productivity is defined as output per person employed. Data on employment (for 
the measurement of productivity) and the unemployment rate for the years 1960 to 
1965 are based on the old Labour Force Survey, while data for subsequent years 
are based on the revised Survey. 


SOURCE Based on Data from Statistics Canada. 


Gloomy Outlook 


Using the CANDIDE macroeconometric model, a ‘‘refer- 
ence scenario’ can be projected to simulate Canada’s 
economic performance over the next five years in the 
absence of any unforeseen developments or policy changes. 

Since Canada’s economic performance is very sensitive 
to fluctuations in international economic activity, the fact 
that the external outlook is not very encouraging has a 
significant impact on the scenario. It appears unlikely that 
the United States will be able to maintain its present rate of 
recovery much beyond this year. By the early 1980s, the 
growth rate of its gross national product in constant dollars 
(GNP) will probably have slowed to 3.5 per cent. Inflation- 
ary pressures and unemployment will remain major preoc- 


cupations for everyone, making it necessary to avoid 
excessively stimulating demand. 

The reference scenario is also based on four assumptions 
about the domestic environment from 1978-82: 
® more people will enter the labour market, compensating 
for a slower growth in the labour force. The net immigra- 
tion rate will remain at 100,000 persons a year; 
® personal income tax rates will remain unchanged and 
wage and price controls will gradually be phased out; 
® the Bank of Canada will allow the money supply to 
expand at a rate consistent with the growth in nominal 
GNP; 
® the Canadian dollar will continue to float at its average 
1977 level. 

Based on these assumptions, the reference scenario 
reveals that the outlook for the next five years is not very 
promising. After a modest export-led recovery in 1978 and 
1979, growth in the GNP should gradually slow to about 4 
per cent in 1982. Because of the moderate growth in real 
expenditures expected over the next five years, employ- 
ment is unlikely to increase more rapidly than the labour 
force. Consequently, unemployment will probably remain 
above 8 per cent throughout this period. 

The consumer price index is not expected to drop below 
6 per cent until 1982, reflecting the anticipated high 
inflation rates in other countries and continued pressures 
on domestic prices even after controls are lifted. 

Moreover, Canada’s foreign debt will continue to grow 
and the current account of the balance of payments will 
probably record an annual average deficit in the order of $6 
billion in current dollars during the 1977-82 period. In 
short, according to the reference scenario, Canada’s econo- 
mic performance is not expected to improve over the next 
five years. 


Options 


Policy changes are then introduced into the 
simulations in order to assess their impact on the econo- 
my’s gloomy outlook. Six additional scenarios are devel- 
oped, incorporating the traditional monetary and fiscal 
options used by policy-makers. Two are based on a change 
in monetary policy, three implement new fiscal measures, 
and one combines both types of measure. 


A. Income Tax Cuts with Higher Government Spending 


An increase in government expenditures was combined 
with a personal income tax reduction totalling about $2 
billion. The slowdown in government spending resulting 
from the 1976-77 restraint is assumed to continue next 
year; however, expenditures are assumed to return to their 
former levels in 1979. This expansionary scenario would 
create a strong growth in demand and a concomitant sharp 


drop in unemployment, which would reach 6.5 per cent by 


1982. But these improvements would be achieved at the 
cost of higher inflation, which would average 7.3 per cent a 
year until 1982, and larger balance-of-payments deficits 
leading to further depreciation of the Canadian dollar. 


B. Income Tax Cuts Only 


In this scenario, economic recovery would occur mainly 
as the result of increased expenditures by the private sector. 
The result would be higher consumption and investment 
and lower unemployment. Greater private spending would, 
however, also stimulate imports, leading to further deterio- 
ration in the current account deficit and higher inflation. 


C. Income Tax Cuts with Sales Tax Reductions 


Here, the reduction of income taxes was accompanied 
by a decrease in provincial sales tax of 1 percentage point 
for most items excluding alcohol, gasoline, and cigarettes. 
In this scenario, the inflationary impact of higher consumer 
spending resulting from the income tax cuts is partly offset 
by the reduced sales taxes on consumer goods. There 
would, however, still be problems in the balance of 
payments and provinces and businesses would have to seek 
long-term foreign capital to compensate for growing current 
account deficits. 


“Nee OQ1977 eee 
“ALL OF THE ABOVE’ 


- - --copyright 1977 by Herblock in The Washington Post 


D. Income Tax Cuts with Tighter Monetary Policy 


This mixture of stimulative budgetary measures and 
monetary restrictions also raises problems. Assuming that 
the average annual growth of the money supply would be 
limited to 9 per cent over the next five years, inflation 
would drop to 6.4 per cent by 1982. But with increased 
imports resulting from higher consumer spending, the 
current account balance-of-payments deficit would con- 
tinue to grow. Moreover, by exerting upward pressure on 
interest rates, this strategy could adversely affect business 
investment and residential construction. As a result, un- 
employment would likely average 8 per cent throughout 
the period. 


E. Tighter Monetary Policy 


lf the objective is to lower inflation, the most effective 
policy next to controls is a tighter monetary strategy. This 
was simulated here by limiting the annual growth of the 
money supply to an average rate even lower than in the 
preceding scenario — 8.3 per cent — over the 1977-82 
period. Of all the scenarios, this reduces inflation the 
most — to 6.2 per cent by 1982. Consumers would benefit 
in real terms from slower increases in prices of imports as 
well as domestic goods. But workers would lose because 
rising interest rates would restrict the investment growth 
necessary to create employment. Higher interest rates of 
course would encourage larger inflows of foreign capital 
and to some degree offset restrained domestic investment, 
causing upward pressures on the exchange rate. 


F. Expansionary Monetary Policy 


An alternative to fiscal stimulation is monetary ex- 
pansion. In this final scenario, the money supply was 
allowed to grow at an average annual rate of 13 per cent. 
This would improve private investment and consumer 
expenditures, and unemployment would fall to 7.2 per cent 
by 1982. But these benefits would tend to be offset by 
stronger inflationary pressures and further depreciation of 
the Canadian dollar. 


The Lesser Evil 


It is evident that, used alone, none of these policy 
options appear to be entirely satisfactory. None of them 
can simultaneously reduce unemployment and inflation, 
and achieve a sound equilibrium of the current account 
balance over the next five years. At best, they may alleviate 
the adverse effects of some of these problems but usually 
worsening others, and they cannot eliminate the more 
fundamental weaknesses which undermine economic re- 
covery. Unless additional structural changes are introduced, 
the inflation/unemployment dilemma will persist. 


‘Renewed cyclical strength in the economy is necessary, 
however, before these structural adjustments can be made. 
For this reason the Council recommends that, in addition 
to the measures proposed by Finance Minister Jean 
Chretien in October, further stimulative action be taken by 
the federal and provincial governments in the years 1978-79 
and 1979-80. Hence it rejects the scenario which would 
employ tighter monetary policy alone (Scenario E), since 
this would constrain economic activity. 

The Council warns, however, the governments must 
move rather cautiously to stimulate the economy. An 
expansionary monetary policy — such as that described in 
Scenario F — would not be acceptable because it would 
renew inflation and cause a new depreciation in the 
Canadian dollar. Nor would higher government spending, 
such as occurs in Scenario A, be desirable because of the 
public’s generally dim view of increasing government 
expenditures. 

Rather, the Council endorses stimuli that favour the 
private sector. Therefore, it proposes: 


... that the Bank of Canada maintain its present policy of 
limiting the growth of the money supply and that, as 
inflation rates fall, the Bank continue to shift the target 
rate downward. (Recommendation 1) 


... that, over the next two fiscal years, the federal and 
provincial governments implement permanent personal in- 
come tax cuts that would increase the annual disposable 
incomes of consumers by a total of $2 billion in addition to 
reductions resulting from indexation. (Recommendation 2) 


... that provinces reduce their sales taxes by at least 7 
percentage point on taxable consumer goods and services 
other than such items as gasoline, alcohol, and cigarettes. 
(Recommendation 3) 


As the cyclical problems are overcome and the economy 
becomes stronger, structural issues, such as the need for 
industrial adaptation, may be more easily resolved. But the 

complexity and the interrelatedness of these issues will 

“require considerable discussion and compromise between 
governments, producers, consumers, and other affected 
interest groups since the solution to one problem will 
almost invariably raise others. Hence, the Council calls for 
better consultative mechanisms between these groups, 
proposing: 


... that the federal government, together with represen- 
tative organizations, establish appropriate advisory and 
consultative mechanisms (with adequate staff resources) to 
examine long-term — structural 


serious issues. (Recom- 


mendation 4) 


Change in Consumer Price Index and Unemploy- 
ment Rate in Two Medium-Term Scenarios, 
CANDIDE Model 1.2M, 1970-72 
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SOURCE Estimates by the Economic Council of Canada, based on data from Statis- 
tics Canada. 


The structural problems that Canadians will be confront- 
ing include: 


International Competitiveness 


Canada’s prosperity depends on its ability to compete in 
foreign markets. Yet its international trade prospects are 
considerably less favourable today than they were a decade 
ago. 

In the late 1960s and early 1970s, Canada’s merchandise 
trade receipts offset deficits in the service account, leaving 
the overall current account balance of payments reasonably 
viable. Recently, however, very heavy long-term debt 
borrowing in foreign capital markets greatly increased 
Canada’s debt service repayments abroad. Together with 
Canadians’ penchant for travelling abroad, this has seriously 
worsened the service account deficit. 

The deceleration in merchandise receipts can be attri- 
buted to a number of factors. In the early 1970s the food 
and commodity price boom brought very substantial 
income gains with relatively little increases in sales volumes. 


These gains inflated Canada’s export receipts and masked 
the fact that Canada was losing ground in the United States 
and world markets. When prices dropped after 1973 the 
seriousness of the situation became more apparent. In 
addition, Canada changed from being a net exporter of oil 
to being a net importer. This turnaround alone meant a net 
loss of $2 billion between 1974 and 1975. 

Moreover, manufacturing unit costs have risen much 
faster in Canada than in the United States. Average hourly 


Current Account Balance, Selected Years, 1961-77 


1961 1966 1971 1976 19771 


Current account -928 -1,162 431 -4,187 -4,786 


Merchandise trade us 224 2,563 1,089 2,260 
Service transactions -1,029 -1,438 -2,398 -5,798 -7,452 
Travel -160 -60 -202 -1,191 -1,772 
Interest and dividends -551 -822 -1,141 -2,491 -3,174 
Freight and shipping -82 —65 -12 -173 -148 


1 Estimates based on data for the first half of 1977. 
Source Data from Statistics Canada. 


earnings in Canadian manufacturing are now among the 
highest in the world. Lack of entrepreneurial ingenuity and 
insufficient modernization of the industrial structure have 
also contributed to Canada’s poor competitiveness inter- 
nationally. As well, the continuing preference of Canadians 
for imported manufactured goods has created a further 
strain on the trade balance. 

The depreciation of the Canadian dollar helps to 
discourage imports and provide real income gains to 
Canadian exporters. But since Canada tends to be a price 
taker for many of its main exports, particularly wheat and 
newsprint, it is not clear that depreciation will increase sales 
volumes abroad so that employment in these industries can 
be sustained. 

Greater control over costs is needed, along with plant 
modernization, more vigorous export sales promotion, and 
encouragement for tourism within Canada. To gain wider 
access to export markets, it may be necessary to move 
towards greater specialization in somewhat fewer products. 
The growth of developing countries is already altering 
traditional trade patterns. If Canada is to take advantage of 
these growing markets, it will also have to take more 
imports of labour-intensive manufactured goods from these 
countries. This leads to the next major structural prob- 
lem.. 


Industrial Adaptation 


In this difficult economic period, protectionist sen- 
timents have hindered GATT (General Agreement on 
Tariffs and Trade) negotiations to reduce tariff and 
non-tariff barriers. Canada is only one of many industrial 
countries that have resorted to non-tariff barriers to protect 


employment, particularly in the textile and clothing in- 
dustry. Although Canada has been devoting much of its 
efforts to persuading the United States to ease its restric- 
tions on Canadian exports, there is no clear plan to 
promote the adaptation of Canadian industry to the trade 
concessions to which Canada would agree in return. 

It is generally acknowledged that increased protec- 
tionism would be self-defeating since it would entail 
subsidizing weakly competitive industries at the expense of 
more competitive, largely export-oriented groups. The 
long-term advantages from reduced trade barriers and 
increased specialization, productivity, and real income 
appear to be enormous. In the short term, however, the 
increased import competition can result in hardship and 
economic loss for firms, labour groups, and communities 
that must somehow be offset or compensated. 

As a first step towards facilitating this adjustment and 
strengthening Canada’s economic competitiveness, there is a 
strong case for the federal and provincial governments to 
try to harmonize their attempts to achieve more balanced 
and co-ordinated industrial strategies. Such an effort would 
be particularly useful with regard to investment incentives, 
regional development, and manpower policies. 


The Balance of Payments and Foreign Borrowing 


The immediate situation is one of persistent excess 
capacity, slow consumer spending, and high capital costs 
relative to profits — all of which discourage renewed 
business expenditure and investment. Over the long term, 


Direct Foreign Investment Flows into Canada, 
1960-76 
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however, Canadians must save at considerably higher rates 
than their American neighbours to support the greater 
capital formation required by Canada’s industrial structure. 
Many firms and some entire industries must be modernized 
if they are to continue to be competitive internationally. As 
well, recent developments in the field of energy and its 
conservation, together with the need to meet expected 
world demands for energy and raw materials, will require 
increased levels of investment. 

Traditionally, Canadians have been able to supplement 
their domestic savings with foreign investment to meet their 
capital needs. However, Canada no longer seems to be 
viewed as the desirable location for capital that it once was. 
With declining inflows of equity capital from abroad, 
Canadians have come to rely much more on debt bor- 
rowing. But, as was observed earlier, debt repayments have 
further exacerbated the widening current account deficit. 
Hence, unless the patterns of domestic savings and expend- 
itures are radically altered and Canada’s international 
competitiveness improves, there will probably continue to 
be heavy reliance on foreign borrowing well into the 1980s. 
A real question for Canadians therefore is whether that 
borrowing is to be principally portfolio debt, which raises 
the issue of heavy interest repayments, or equity capital 
which increases foreign ownership. 


Unemployment 


Canada’s labour force continues to grow faster than that 
of any other major western nation, largely because of 
increasing participation by married women and young 
people. Jobs have not kept pace with this growth in the 
labour supply and unemployment tends to be concentrated 
disproportionately among young people. Even with the 


Unemployment, by Age-Sex Group, Canada, 1961 
and 1977 
1961 1977 


Proportion Un- Proportion  Un- 


of total employ- of total employ- 
un- ment un- ment 
employed rate employed rate 

(Per cent) 

Both sexes, 15-24 33.0 10.9 48.1 14.3 
Females, 25 and over 6.2 2.5 22.9 UE 
Males, 25 and over 60.8 7.2 29.0 4.9 
Total 100.0 7.1 100.0 8.0 


1 First nine months of 1977 only. 
Source Data from Statistics Canada. 


extra $150 million federal winter works projects and the 
new $100 million employment credit program announced 
last October by the Minister of Finance, unemployment is 
likely to remain high. 

The federal and provincial governments will probably 


vi 


have to implement additional measures over the next two 
years. One option might be to offer employers tax credits 
for jobs created for the unemployed, as has been done in 
Ontario and Manitoba. Alternatively, governments could 
widen the minimum-wage gap between adult and young 
workers to induce employers to hire more young people. 
Both of these suggestions have some shortcomings. None- 
theless, whatever job-creation measures are adopted, the 
Council favours encouraging employment in the private 
sector or in activities where jobs are linked closely with 
consumer needs and tastes. 


Energy Conservation 


Because Canadians have long had easy access to low- 
priced energy, they have become one of the most waste- 
ful energy-using countries in the world. As noted already, 
Canada’s shift from being a net exporter of crude petro- 
leum to being a net importer has added to the balance-of- 
payments deficit. The most efficient way to encourage 
energy conservation is for domestic petroleum and natural 
gas prices to reach parity with world prices. 


International Comparison of Selected Energy 
Prices, April 1977 


Regular gasoline 


Price of 
heating oil Price Taxes 
(incl. taxes) (incl. taxes) only 


(Dollars per Imperial gallon) 


Paris 0.75 2.06 (nes 
Stockholm 0.67 Unzar/ 0.92 
London 0.67 1.48 0.80 
Washington 0.58 0.81 0.21 
Ottawa 0.52 0.86 0.34 


Source Data from the Department of Energy, Mines and Resources. 


The shift to a more energy-conscious society will 
undoubtedly add inflationary pressures and place a fur- 
ther cost burden on regions and industries that are major 
users of oil and gas. Hence, there must be a better 
understanding of who should shoulder the costs of conser- 
vation and of how much and under what circumstances 
government should intervene. 


The task of resolving these problems is indeed a 
challenge to Canadians, but it is not insurmountable. 
Once the difficulties have been realistically assessed and 
the opportunities perceived, Canadians can, in a climate 
of greater economic confidence, co-operate to effect the 
necessary solutions. 


*Economic Council of Canada, Fourteenth Annual Review: Into 
the 1980s, Ottawa, Supply and Services Canada, 1977. & 
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NEW DIRECTIONS 


The appointment of Sylvia Ostry as Chairman of the 
Economic Council heralds some substantial changes in the 
future structure and role 
of the Council. Although 
Dr. Ostry will not be 
submitting her recommen- 
dations on the Council to 
Prime Minister Trudeau 
until late spring, her pre- 
liminary thoughts tend 
towards making it more 
of a “‘conseil des sages”. 
There would probably be 
less emphasis on the 
consensus procedure which 
has traditionally charac- 

Sylvia Ostry, terized the Council's re- 
Chairman ports. Council Members 

Economic Council of Canada would represent informed 
economic thinking throughout Canada and would not 
always have to agree. 

Dr. Ostry says the Council will continue to perform its 
dual role of educating the public on economic issues and 
offering independent economic advice to governments. It 
is the latter function, however, which particularly concerns 
her. 

She notes that the Council’s proposals have often been 
reflected in government policy. For example, the govern- 
‘ment introduced the Competition Bill and created the 
Departments of Consumer and Corporate Affairs and 
Manpower and Immigration (now Employment and Immi- 
gration) following the Council’s research and recommenda- 
tions. Nonetheless, she is not satisfied that the Council has 
as much influence as it should on government thinking. 
Her primary concern is to ensure that its policy advice is 
seriously considered by the government even though it may 
ultimately be rejected. This could be achieved by, among 


other things, having Council reports tabled in the House of 
Commons. Dr. Ostry would also like to see the Council 
develop closer ties with the provinces. 

In Dr. Ostry’s opinion, the Council’s success as an edu- 
cational and advisory body rests on the calibre of its 
research and therefore one of her main priorities will be 
to continue the Council’s high research standards. She also 
plans to establish a closer relationship with other research 
bodies, such as the C.D. Howe Research Institute and the 
Conference Board, to avoid any duplication of work. 

Although she will maintain the present medium-term 
focus of the Council’s research, Dr. Ostry observes that “‘it 
is becoming almost impossible to look at the medium 
term in a vacuum.” The short- and long-term implications 
of government policy must also be considered. This 
approach was adopted in the Council’s Fourteenth Annual 
Review and it will be continued in future Council publica- 
tions. 

Dr. Ostry, who attended McGill and Cambridge Univer- 
sities for her PhD in economics, is not new to the Economic 
Council, having been a director from 1969 to 1972. Sub- 
sequently she was appointed Chief Statistician of Canada, 
and in 1975 she became Deputy Minister of Consumer and 
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Corporate Affairs. & 


INSIDE 


@ Unemployment insurance works to the advantage 
of families with more than one earner and therefore 
it favours high-income families........... page 3 


® Banking services in Canada are unnecessarily costly 
and the federal government is the main beneficiary 
at the expense of consumers ..........-- page 5 
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REGIONAL DISPARITIES 
AND NATURAL RESOURCES 


According to the traditional ‘‘fish 
and fur’ theory of Canadian economic 
history, the persistence of regional 
disparities can be explained by the 
fact that some areas are better 
endowed with natural resources than 
others. Thus, for example, British 
Columbia has flourished because of 
its large tracts of Douglas Fir trees, 
while the Atlantic region has suffered 
because of the depletion of its fishery 
and forests. 

But Lawrence Copithorne, an 
economist with the Council, believes 
that although natural resources are still 
an integral part of the Canadian 
economy, they are no longer as 
important in explaining regional 
disparities as they once were. His 
research! supports the conclusions 
of the Economic Council's § earlier 
report, Living Together: A Study 
of Regional Disparities2 that regional 
differences in productivity, aggregate 
demand, and urban structure are the 
main sources of economic disparities. 


B.C.: A Special Case 


Only in British Columbia does he 
find that the way in which the province 
allocates its natural resources has a 
large and previously unsuspected 
impact on how its economy functions. 
Specifically, he argues that British 
Columbia’s economy has been 
considerably distorted because of the 
method by which its timber is priced. 

British Columbia is something of an 
economic anomaly. Its residents enjoy 
an income per capita second only to 
that of Ontario but this is illusory 
because their cost of living is also 
very high. Moreover, the province 
has a peculiarly high unemployment 
rate yet many people continue to 
move there to look for work. Dr. 
Copithorne’s work presents a 
possible explanation for this unusual 
combination of phenomena. 


Rather than bidding for timber on 
the open market, the forest products 
companies in British Columbia are 
allotted most of the Crown timber 
under long-term agreements. In the 
coastal region, the government bases 
the price of its timber, or ‘“stumpage’’, 
on the price of logs in the Vancouver 
Log Market (VLM) and on average 
company operating costs. Under this 
arrangement, there is evidence that 
the companies can pay less than they 
would have if the price of timber had 
been competitively determined. Their 
stumpage fees will be lower the 
cheaper their logs and the higher their 
operating costs. 

The Royal Commission on Forest 
Resources in British Columbia? raised 
doubts about the competitiveness of 
the VLM, with its observation that, 
since 1972, logs have been sold in 
Vancouver for half the price of the 
same type of logs exported from the 
United States Pacific Northwest, a 
similarly well-forested area. 

As well, forestry wages on the 
British Columbia coast are negotiated 
in a single agreement that largely 
determines the average operating 
costs of all forest products companies. 
Since these costs are deductible for 
the purpose of calculating stumpage, 
the companies are likely to allow 
higher wage levels than they would 
normally agree to because’ the 
increases will be partly financed by 
the stumpage revenue foregone by 
government instead of coming out 
of company profits. 


Wages Set Pattern 


This has repercussions outside the 
forest products industry. It seems 
likely that because of the large number 
of unionized workers in the forest 
products industry, wage agreements 


reached here typically set the pattern 
for wage negotiations in British 
Columbia’s manufacturing sector. This 
might account for the fact that average 
earnings in some British Columbia 
manufacturing sectors are larger than 
for Ontario. Faced with paying higher 
wages than elsewhere in Canada, 
employers are likely to cut down on 
the number of workers they hire. 
Yet the prospect of high wages 
continues to attract those seeking 
work to move to British Columbia. 
This may explain why migration to 
British Columbia continues to be 
large despite the high rate of 
unemployment. 

To finance these high wage levels, 
employers presumably must raise 
the price of manufactured goods. 
As a result, these products become 
too expensive to be competitive 
in interprovincial and_ interregional 
markets. Under these circumstances 
it is not surprising that much of 
British | Columbia’s manufacturing 
sector is geared primarily towards 
the local market. Nor is it surprising 
that the cost of living in British 
Columbia is higher than in most 
other provinces in Canada. 

Dr. Copithorne concludes that if 
British Columbia’s stumpage regula- 
tions were changed to permit 
competitive bidding for timber, or 
if there were freer trade in logs, this 
could help to improve the province's 
economic performance and bring its 
income and unemployment levels 
more in line with the rest of Canada. 


1. Lawrence Copithorne, NVatura/ Resources 
and Regional Disparities: A Skeptical 
View, Economic Council of Canada, 
Discussion Paper No. 106. 

2. Economic Council of Canada, Living 
Together: A Study of Regional 
Disparities, Ottawa, Supply and Services 
Canada 1977. 

3. Timber Rights and Forest Policy in 
British Columbia, Report of the Royal 
Commission on Forest Resources, 
Volumes | and II, Victoria, 1976. 


UNEMPLOYMENT INSURANCE: 
WHO BENEFITS? 


Higher income families! have been receiving an increasing 
share of unemployment insurance benefits since the revised 
Unemployment Insurance Act came into effect in 1972, 
while poorer families have been collecting proportionately 
less. Moreover, the rich have been financing a smaller 
portion of unemployment insurance while poorer families 
have been paying more. : 

J. Eden Cloutier, an economist with the Council, observes 
this trend in a recent survey of the redistributive effects of 
five of Canada’s major social security programs? (see box). 
He finds that from 1971 to 1975 the social security system 
has become less progressive — that is, less distributive 
towards poorer families — in terms of the total benefits 
paid to families. This is partly because unemployment 
insurance accounted for most of the rapid growth in social 
security expenditures during this period and it was also one 
of the more regressive programs. 

Mr. Cloutier attributes some of the increased regressivity 
of unemployment insurance to the fact that whereas 
benefits were previously available only to employees 
-earning less than $7,800 a year, the almost universal 
coverage provided by the new Act meant that high-income 
earners could also qualify for benefits. 

Another important factor is the growing number of 
families with more than one earner. This may reflect the 


greater financial incentive for secondary earners to join the 
labour force under the new Act. These workers tend to be 
unemployed more than heads of families and, since they 
also tend to earn lower incomes, they are taxed at a lower 
rate. Following the revisions to the Act, their share of net 
benefits rose from 66.8 per cent in 1971 to 86.2 per cent in 
1975. 

Hence, the unemployment insurance program works to 
the advantage of families with more than one earner, 
regardless of the family’s income level. With the present 
high rate of unemployment in Canada, this trend is more 
apparent than it would be during a period of rapid 
economic growth. 

To make the program more equitable, Mr. Cloutier 
advocates that benefits be determined on the basis of 
family income rather than individual income. Under this 
system, an unemployed person would not receive benefits if 
other members of his family were still working unless the 
family’s income fell below a specified level. 

Mr. Cloutier acknowledges that such a program would be 
more expensive to administer, but he notes that the 
increase in cost could be minimized if the plan was properly 
designed. Moreover, he expects that the plan would actually 
permit overall savings since less benefits would be paid to 
unemployed secondary earners in high-income families. As 
such, it would have the advantage of saving money while 
also improving the redistribution of income from richer to 
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poorer families. & 


1. This term refers to economic families and unattached individuals. 


2. J. E. Cloutier, The Distribution of Benefits and Costs of Social 
Security in Canada, 1971-1975, Economic Council of Canada, 
Discussion Paper No. 108. 


HOW REDISTRIBUTIVE ARE CANADA'S SOCIAL SECURITY PROGRAMS? 


(ranked in terms of the progressivity of total benefits) 


PROGRESSIVE 


Description 


(2) Old Age Security 


(3) Canada Pension Plan and 
Quebec Pension Plan 


REGRESSIVE 


(4) Unemployment Insurance 


(5) Family and Youth Allowances 


(1) Guaranteed Income Supplement 


It operates with Old Age Security to guarantee that the income of pensioners 
from all sources does not fall below a specified level and is effective in its present 
form. 


it provides flat-rate benefits to people 65 years of age or older who meet certain 
residency requirements and is reasonably effective in its present form. Any reform 
could have substantial secondary effects on, for example, lifetime savings habits. 


Together, they comprise a social insurance program providing retirement, 
disability, and survivors’ pensions. The problems of these pension plans and others 
are the subject of ongoing Council research (see Bulletin, Vol. 2 No. 1). 


Unemployed workers qualify for benefits so long as, among other things, they are 
currently seeking work. Benefits should be based on family income rather than 
individual income to take account of the growing number of families with more 
than one earner. 


Payments are made for all dependent children under 18 years of age. The income 
tax exemption for dependent children on whose behalf FYA is received should 
be dropped and the parent earning the higher income should have to declare FYA 
payments. 


CAN WE AFFORD A 
SHORTER WORK WEEK? 


As the trend towards a shorter work week continues, the 
need to improve Canada’s productivity levels is becoming 
increasingly crucial, according to two Council economists. 
Norm Leckie and Keith Newton! warn that as labour force 
growth slows and progressively less time is spent on the job, 
working hours must be made more productive to maintain 
current rates of economic growth. 

The rate of growth of the working age population is 
expected to slow over the next ten years as birth rates 
continue the decline begun in the early 1960s. In the past, 
this has been offset by the rapid increase in the number of 


THE DECLINE OF THE LENGTH OF THE 
WORK WEEK: PAID HOURS IN U.S. AND 
CANADIAN MANUFACTURING INDUSTRIES 
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women entering the labour market. However, female 
participation rates are likely to level off soon. Moreover, 
current trends towards early retirement and longer periods 
of schooling, combined with more restrictive immigration 
policies, are likely to further limit the growth of the labour 
supply. 

The problem of a potential labour shortage is com- 
pounded by the fact that, in addition to an increasingly 
short work week, the time lost on the job due to sickness, 
accidents, strikes, absenteeism, and turnover has been 
rising. During the past ten years, for example, there have 
been more work stoppages due to industrial disputes than 
in any other similar period since the Second World War. By 
promoting greater job satisfaction and motivation, recent 
initiatives to improve the quality of working life can help to 
raise productivity.2 


Conflicting Policy Objectives 


But the need to place a higher priority on stimulating 
productivity may conflict with the immediate goal of 
reducing unemployment. As unemployment has proven 
increasingly impervious to traditional monetary and fiscal 
solutions, there has been growing discussion of alternative 
policies — such as “‘job-sharing’’ and returning to more 
labour-intensive production processes — which would 
spread the available work among more people. The former 
policy measure would, however, entail high fixed costs for 
employers, largely because of the need to train new 
employees. Production levels that could have been achieved 
by more intensive use of existing personnel would have to 
be foregone during the training period. Similarly, by 
making production processes labour- rather than capital- 
intensive, the latter measure would also restrict potential 
output. Both options could further aggravate what the 
authors feel is an already worrisome problem of poor 
productivity performance. & 


1. Norm Leckie and Keith Newton, Determinants of Work Hours in 
Canada, Economic Council of Canada, Discussion Paper No, 97, 


2. The authors are currently undertaking a study of the quality of 
working life (QWL). For a definitional framework of QWL and a 
comprehensive bibliography of the literature on this subject, see 
Keith Newton and Norm Leckie, What’s QWL? Definition, 
Notes, and Bibliography, Economic Council of Canada, Dis- 
cussion Paper No. 100. 


CONSUMERS PAY FOR INSUFFICIENT 
COMPETITION IN CANADIAN BANKING 


Banking services in Canada are un- 
necessarily expensive and the federal 
government is the main beneficiary 
according to George Lermer,! an econ- 
omist formerly with the Council. He 
contends that this situation could not 
persist if Canadian banking faced more 
competition. 

Dr. Lermer compares banking ser- 
vices in Canada and the United States 
and finds that Canadian banks charge 
more for their services to compensate 
for their higher primary and secondary 
reserve requirements and heavier tax 
burden. 

Like American banks, they must 
hold a certain proportion of their 
deposits as primary reserves which do 
not earn interest. But Canadian banks 
must also hold secondary reserves that 
normally earn below-average interest 
rates and this adds significantly to 
their costs. Moreover, they are taxed 
at a higher effective rate than either 
American banks or other financial 
institutions in Canada. 


reserve requirements borne by Cana- 
dian banks. 

At the same time, chartered banks 
in Canada are protected from their 
potential competitors: the less heavily 
taxed near-banks and foreign banks. 
Although Canadian banks have en- 
joyed consistently higher profits than 
the manufacturing sector since 1967, 
stringent Bank Act regulations have 
prevented the flow of new entrants 
into banking that would normally have 
been expected. It is evident, therefore, 
that despite their tax disadvantages the 
chartered banks have secured suf- 
ficient market power to enable them 
to maintain very high before-tax prof- 
its so that even after taxes their 
profits are still moderately higher than 
those for other industries. Customers 
have had to pay the price for this 
protection. 

Dr. Lermer observes that this finan- 
cial structure has evolved gradually 
and probably was not deliberately de- 
signed as a tax-gathering mechanism. 


Chartered banks in Canada are protected from their potential com- 
petitors: the less heavily taxed near-banks and foreign banks.... 


Customers have had to pay the price for this protection. 


There are a number of other impor- 
tant distinctions between Canadian 
and American banks. For example, 
American banks have lower asset/ 
capital ratios than their Canadian 
counterparts. Dr. Lermer finds, how- 
ever, that although this tends to 
inhibit the growth of banks in the 
United States, it is less of a burden 
than the higher effective tax rate and 


The protection that it affords has, 
however, permitted inefficiencies 
which are reflected in the needlessly 
high costs of Canadian banking ser- 
vices. In fact, he points out that the 
costs due to inefficiency have exceed- 
ed both the extra tax revenues gained 
by government and the excess profits 
accruing to bank shareholders. 
Accordingly, Dr. Lermer advocates 


extensive reform of the Bank Act to 
ease entry regulations and reduce 
reserve requirements to 3 per cent 
of deposit liabilities. As banking be- 
comes more competitive, profits can 
be expected to decline to a lower level. 

Since the government is the main 
beneficiary under the present system, 
it might appear that its tax revenues 


The government is the main 
beneficiary under the present 
system. 


would drop considerably in a more 
competitive environment. In_ fact, 
however, Dr. Lermer anticipates that 
the resulting loss in taxes would be 
compensated by higher tax revenues 
from corporate bank customers, whose 
profits would increase by at least the 
amount they would save on financial 
services. As well, the personal tax yield 
should increase because of the higher 
interest income that bank customers 
would earn on their deposits. 

Hence a revamped financial structure 
allowing for greater domestic and for- 
eign Competition would not severely 
penalize the government and it would 
certainly benefit Canadians by making 
banking more efficient and therefore 
less costly.2 & 


1. George Lermer, The Performance of 
Canadian Banks, Economic Council of 
Canada, Discussion Paper No. 104. 


2. See Efficiency and Regulation: A study 
of Deposit Institutions (Ottawa, Supply 
and Services Canada, 1976) for further 
analysis of Canada’s financial markets. 


ACCOUNTING SYSTEM 
PENALIZES BUSINESSES 


Traditional accounting practices underestimate the im- 
pact of spiralling prices on business costs so that during 
inflation corporations appear to be earning more than they 
actually are and therefore end up paying higher taxes than 
they should. The Economic Council drew attention to this 
problem in its Thirteenth Annual Review’ noting that in 
1974 additional corporate taxes paid because of inflation 
exceeded $2.6 billion. In research for the Council,2 Glenn 
P. Jenkins, professor at Harvard University, attributes this 
distortion to the fact that conventional accounting pro- 
cedures calculate a company’s costs by using the original, or 
historical, price of its assets rather than their current 
replacement value. As a result, the effects of depreciation — 
that is, the cost of goods used up in production — and the 
value of goods sold from inventories are underestimated, 
particularly during inflation. 

If, for example, the inflation rate had averaged 7 per cent 
annually over the last ten years, equipment that was bought 
for $1,000 a decade ago might cost $2,000 to replace now. 
But because the traditional accounting system would use 
the historical cost of $1,000, it would not reflect the 
increase in the book value of the asset. Consequently, the 
real value of the company’s capital cost allowance would 
be only half of what it should be and its financial and 
taxable income would be correspondingly overstated. To 
eliminate this distortion, Dr. Jenkins advocates that a 
system of current replacement cost accounting be adopted 
in Canada. 

This system would also overcome another major flaw of 
historical cost accounting — the fact that since the amount 
of distortion varies across industries it is impossible to 
compare the financial performance of corporations within 
different industries. 

Using estimates based on current replacement cost ac- 
counting, Dr. Jenkins finds that industries with a high 
degree of government regulation, ownership, and_ subsi- 
dization performed dismally from 1965 to 1974. Railways 
and public electric utilities, among others, yielded average 
social rates of return — measured in terms of income 
to government, through taxes, and to private owners of 
assets — of under 4 per cent. This is below the average 
social rate of return for all industries of 10.8 per cent. 

By facilitating such comparisons, current replacement 
cost accounting can therefore identify those sectors where 
additional capital investment would result in the greatest 
returns. ‘& 


1. Economic Council of Canada, Thirteenth Annual Review: The 
Inflation Dilemma, Ottawa, Supply and Services Canada, 1976. 

2.Glenn P. Jenkins, Capital in Canada: Its Social and Private 
Performance 1965-1974, Economic Council of Canada, Discus- 
sion Paper No. 98. 


URBAN PAPERS 


Among the most important choices that any household 
makes are those concerning where to live and work. Not 
only do these decisions affect the household’s lifestyle but, 
in combination with similar decisions by other house- 
holds, they play a major role in determining the structure 
and character of urban areas and the communities within 
them. Urban development tends, in part, to reflect the 
changing needs of households. However, it often seems to 
occur in response to immediate situations rather than as 
part of a plan which anticipates future social requirements. 

To provide the information necessary for a more compre- 
hensive approach to urban planning, researchers at the 
Council are examining the factors underlying residential 
and job location decisions. Their findings will be pub- 
lished in an Urban Papers series. 

A major factor in these decisions is the distance of the 
journey-to-work and the associated time and other costs 
of travel. The distance of the journey-to-work is also 
affected by a variety of socio-economic factors, such as 
income and family size. Hence, an important part of the 
group’s study will be to determine which socio-economic 
attributes have the greatest impact on the distance com- 
muted and should be considered in urban policy decisions, 
such as where to locate public housing and public transpor- 
tation. 

The first part of the Urban Papers series* reviews the 
relevant literature and establishes a theoretical framework 
for subsequent papers. 

The second stage of research will examine the distribution 
of residences and jobs and the associated journey-to-work 
patterns. This has almost been completed for the Halifax- 
Dartmouth and Toronto Census Metropolitan Areas 
(CMAs) and could be carried out for other CMAs. 

Finally, the group will assess the impact of social and 
economic factors on the journey-to-work distance. 
Although the data will pertain to the Toronto CMA, the 
analysis should be generally applicable to other Canadian 
metropolitan areas. 

All research will be based on Statistics Canada’s 1971 
Census place of work data, the most comprehensive sample 
of information on this subject that has ever been compiled 
in Canada. Commuting patterns may have altered somewhat 
with the evolution of cities and the energy crisis, but the 
socio-economic motivations determining where people live 
and work change much more gradually and are likely very 
similar today to what they were in 1971. o 


*The first paper in this series has been published. See Surendra 
Gera and Peter Kuhn, Residential and Job Location and the 
Journey-to-Work: A Review and Theoretical Perspective, Eco- 
nomic Council of Canada, Discussion Paper No. 102. 


TOWARDS A WAGE POLICY 


Wages in the public sector should 
perhaps continue to be subject to 
guidelines even after general wage 
and price controls are phased out, 
according to a study published re- 
cently under the auspices of the Eco- 
nomic Council.” 

The authors, Jean-Michel Cousineau 
and Robert Lacroix, observe that, 
although workers in the private sector 
have tried to protect their real incomes 
as much as possible, their wage in- 
creases have been in line with prevail- 
ing market conditions. Even though 
unions in this sector have become 
increasingly militant, wage hikes over 
the last ten years have not been so 
excessive as to create a wage-price 
spiral. In fact, the authors find that 
the average wage settlement reached 
following a strike does not differ from 
one reached without a strike. Accord- 
ingly they conclude that, contrary to 
popular opinion, participants in the 
private sector are faced with market 
forces that they cannot ignore with 
impunity. 

By contrast, they point out that 
wages in the public and quasipublic 
sectors are primarily determined by 
political rather than economic factors. 
The characteristics of this sector make 
it particularly vulnerable to wage 
demands by unionized employees. 
Because governments can redistribute 
income in their favour and secure 
loans, they can afford to pay higher 
wages than private sector employers. 
Moreover, there is no_ alternative 
producer of government services and, 
without competition, there is not as 
much incentive to reduce costs. 

This difference in wage behaviour is 
important because workers in the 
public and  quasipublic sectors 
comprise one-fifth of the total Cana- 
dian work force and account for 
almost half of all employees covered 
by major collective agreements. The 
authors note that wage settlements 


IN THE PUBLIC SECTOR 


in the public sector can greatly affect 
employment, inflation and the ability 
of the private sector to compete inter- 
nationally. 

To illustrate this, they describe the 
impact of wage behaviour in the public 
sector on the current ‘‘stagflation’”’ 
economy in Canada, which is charac- 
terized by simultaneous recession and 
inflation. Ordinarily, wage increases in 
the private sector decelerate during a 
recession because of poor demand for 
goods and services. But, since wages 
in the public sector are not restrained 
by market conditions and are very 
sensitive to inflation, they rise by 
more than in the private sector. 
Because this puts pressure on busines- 
ses tO meet excessive wage demands, 
it increases strike activity and unem- 
ployment. Consequently, the tradi- 


tional trade-off relationship between 
unemployment and inflation breaks 
down and both prices and jobless 
levels rise. 

To reduce the pressures on the pri- 
vate sector of particularly generous 
settlements by governments and quasi- 
public bodies, the authors advocate 
that a wage policy be implemented to 
guide wage decisions in the public 
sector. They emphasize, however, that 
if such a policy is to be effective it 
must have the agreement of the parties 
concerned. A_ policy devised uni- 
laterally will not alter either union 
pressure or the governments’ vulnera- 


bility to union demands. & 
*J.-M. Cousineau and R. Lacroix, Wage 
Determination in Major Collective Agree- 
ments in the Private and Public Sectors, 
Economic Council of Canada, Ottawa, 
Supply and Services Canada, 1977. 
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The following STUDIES have been published by the Economic Council of Canada over the last three months. They can be 
obtained through Printing and Publishing, Supply and Services Canada, Ottawa, K1A 0S9. DISCUSSION PAPERS are 
available in limited number in the language of preparation through the Public Relations Section, Economic Council of 
Canada (tel. (613) 993-3591). 


TWO STUDIES 


Jean-Michel Cousineau and Robert Lacroix, Wage Determi- 
nation in Major Collective Agreements in the Private and 
Public Sectors. (EC22-55/1977, $4.00 in Canada, $4.80 
elsewhere) 


See page 7. 


Roma Dauphin, The Impact of Free Trade in Canada. 
(EC22-56/1978, $4.50 in Canada, $5.40 elsewhere) 


The author examines how a unilateral reduction of tariff 
and nontariff barriers would affect the Canadian economy 
and the regional distribution of income. Among other 
things, he finds that Ontario would play a somewhat 
smaller role in the economy. As well, industries involved in 
the processing of natural resources would become more 
important. He evaluates alternative methods of compensa- 
tion which could ease the process of adaptation to greater 
import competition. 


SEVEN DISCUSSION PAPERS 


No. 102. Surendra Gera and Peter Kuhn, Residential and 
Job Location and the Journey-to-Work: A Review and 
Theoretical Perspective, Urban Paper 7. 


See page 6. 


No. 103. Jac-André Boulet and Paul Robillard, A Tech- 
nique for Efficient Estimation Using Grouped Micro-Data. 


With the proliferation of data-collecting institutions and 
the increasingly extensive information available, researchers 
have incurred high computer costs in attempting to deal 
with this mass of data. Moreover, some information is 
withheld to protect the confidentiality of those sampled. 
For a particular application of a known general result of 
multiple regression analysis, the authors demonstrate a 
method which yields identical results but circumvents both 
problems. 


No. 104. George Lermer, The Performance of Canadian 
Banks. 


See page 5. 


No. 105. Neil Swan, Growth and Unemployment in East- 
ern Canada. 


In this paper, the author presents a technical account of 
some of the theory underlying the Council's earlier report, 
Living Together: A Study of Regional Disparities. He points 
out some weaknesses of traditional explanations for the 


relatively high unemployment rates for Quebec and the 
Atlantic region and develops a model showing that an 
important but neglected key to improving employment in 
Eastern Canada is to raise that region’s productivity. 


No. 106. Lawrence Copithorne, Natura/ Resources and 
Regional Disparities: A Skeptical View. 


See page 2. 


No. 107. D. W. Henderson and J.C. R. Rowley, Decom- 
position of an Aggregate Measure of Income Distribution. 


This technical paper demonstrates that one of the major 
measures used to indicate the overall inequality of income 
distribution — that is, aggregate Gini coefficients — can be 
broken down in terms of the distribution of various 
components of income across family units (ranked in order 
of total income) to determine which of these components 
have the largest effect on changes in income equality. 


No. 108. J. Eden Cloutier, The Distribution of Benefits 
and Costs of Social Security in Canada, 1971-1975. 


See page 3. 


MISCELLANEOUS 


Proceedings — Conference on Industrial Adaptation 


This document summarizes the proceedings of the con- 
ference sponsored by the Economic Council in June 1977 
to discuss the serious problems facing Canadian industry in 
adapting to changing domestic and international conditions. 
(Available free of charge through the Public Relations 
Section.) 


BULLETIN 


is produced quarterly by the INFORMATION SEC- 
TION of the ECONOMIC COUNCIL OF CANADA 
and distributed free of charge. It does not necessarily 
reflect the views of Council Members. These articles 
may be reproduced without special permission. 
However, a credit would be much appreciated. 


If you would like to receive the BULLETIN or to 
obtain any additional information, please contact: 
Janet Ritchie, Editor 
Information Section 
Economic Council of Canada 
P.O. Box 527 
Ottawa, Ontario K1P 5V6 
or phone: (613) 993-1894 
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Establishment of the Centre for the Study of Inflation and Productivity 


Learning to Live Without Controls 


In early June, to carry out the wishes expressed by 
Canada’s heads of government, the Economic Council 
established the Centre for the Study of Inflation and Pro- 
ductivity (CSIP). 


The Council’s mandate has always been to examine 
the performance of the economy in a medium and long- 
term perspective. The productivity and inflation mandate, 
however, will require somewhat more emphasis on the short 
term although such distinctions are becoming less mean- 
ingful to analytical terms. The Centre's framework for 
analysis will include, as well as macro-economic issues, 
a concern with the role of various ‘‘cross-cutting’ or 
“sub-macro’’ forces as “determinants of inflation’. By 
“cross-cutting” or “sub-macro” forces are meant those 
practices, institutions, problems and policies: 

— which operate more broadly than in_ individual 
decisions but generally less broadly than in all 
sectors; 

— and which, interacting together and with general 
monetary and fiscal policies, are principal determ- 
inants of the inflation, output, and distribution 
outcomes of an economy in the medium term. 


Without attempting to be comprehensive, a_ partial 
list of the possible cross-cutting subjects for the Centre 
might include: commodity taxation and _ subsidies; 
employer and employee contributions to Social Security 
and health care; exchange rate developments; productivity- 
profit-taxation interrelationships; trade policy, especially 
selective non-tariff barriers; effects on productivity and 
costs of regulation; indexation and_ inflation-adjusted 
incomes (COLA’s; welfare policies); the structure of com- 
pensation; professional and managerial compensation and 
fees; institutional aspects of collective bargainings such as 
the duration of collective agreements; minimum wage 


policy; energy policy; food policy; the broad forces oper- 
ating on utility pricing; housing policy, housing plans and 
rents; local taxes and local utility pricing. 


The Centre for the Study of Inflation and Productivity 
would also examine the performance of certain industrial 
sectors, particularly those whose importance gives them 
exceptional influence over the behaviour of the economy 
as a whole. 


The Centre’s role will be primarily educational, seeking 
to inform the public and decision-makers in the public and 
private sectors about the major sources of inflation, growth 
and productivity and the means by which the performance 
of the economy might be improved. 


To inform the various sectors of the public, CSIP will 
publish various documents. A quarterly publication will be 
the primary medium of communication, along with 
speeches and seminars. In addition a number of studies will 
be published. Some of these will be syntheses of work 
already carried out elsewhere and will therefore not require 
long months of preparation before publication. For 
example, CSIP expects by this fall to be able to publish 
an analysis of the Consumer Price Index. Other more 
fundamental research will probably follow in the ensuing 
12 or 18 months. nek 
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At the Request of the Provincial Government 


A Special Study on Newfoundland 


Why is the productivity level in 
Newfoundland so far out of line with 
that of other provinces? Why is unem- 
ployment so high? What characteristics 
in Newfoundland give rise to these 
disparities? 


To find out, Prime Minister Pierre 
Trudeau, at the request of Premier 
Frank Moores of Newfoundland, has 
directed the Economic Council to 
carry out a special study of economic 
development problems and _ oppor- 
tunities in Newfoundland. This marks 
the first time the request for a study 
by the Council has been formally 
initiated by a provincial government. 


In undertaking the task, the 
Council brings together Federal De- 
partment of Regional Economic Ex- 
pansion and Government of New- 
foundland representatives in a joint 
advisory committee for the project. A 
special office of the Council is to be set 
up in Newfoundland to carry out 
research in the field, in addition to 
the research being carried out from its 
Ottawa offices. The project is to be 
directed by Council economist Neil 
Swan. 


The Prime Minister’s request to the 
Council also calls for a report that will 
provide a basis upen which the New- 
foundland government and DREE can 
develop their own strategy to reduce 
unemployment, raise earned incomes, 
and reduce Newfoundland’s depend- 
ence on federal transfers. The report 
is to be completed in about two 
years. 


A previous Council study of region- 
al disparities’ specifically omitted 
Newfoundland from some of its rec- 
ommendations for policies to reduce 
high unemployment. This was done 
because its debt per pacita is currently 
larger than that of other provinces. 
Moreover, some conventional expla- 


nations for poor productivity per- 
formance don’t seem to apply to 
Newfoundland. 


For example, capital per worker in 
some industries is among the highest 
in Canada, yet worker output remains 
low. Are the differences due to lags 
in technology, differences in manage- 


ETON he 2 
“Living Together” 


Disparities in Canada are sur- 
prinsingly large — certainly larg- 
er than many of us expected and 
larger than they need to be or 
ought to be. And it does not 
seem likely that migration of 
individuals in search of better 
opportunities can make any 
major contribution towards 
eliminating them in the foresee- 
able future. As far as the sources 
of disparities are concerned, a 
number of seldom discussed 
causes have turned out to be of 
great importance. In particular, 
the role of human capital, 
demand, technology gaps, urban- 
ization, and perhaps even gov- 
ernment expenditures for non- 
regional purposes, have all been 
underemphasized relative to the 
emphasis traditionally placed on 
the roles of industrial structure, 
physical capital, resource endow- 
ments, and transportation. A 
recognition of the importance of 
these rarely discussed causes 
leads us to believe that the 
arsenal of effective policy 
weapons could be broadened. 
We are therefore optimistic 
about what can be done, but 
there is an enormous amount of 
research still to be done. The 
factors underlying regional dis- 
parities have turned out to be 
extraordinarily complex. 


ment, in the skills of the labour force, 
small market size or to a variety of 
other factors? 


The orientation of the study group 
is provided by a new model developed 
at the Council to measure the impact 
of various types of unemployment on 
economic performance in_ eastern 
Canada. The original concepts em- 
ployed in it, adapted to consider 
Newfoundland specifically, will pro- 
vide a means of assessing the relation 
there between persistent high unem- 
ployment and low economic perform- 
ance. 


The main angles of attack centre on 
productivity. A broad statistical study 
of productivity will look at specific 
industries in Newfoundland and also 
draw on international comparisons of 
like circumstances, such as in Iceland, 
where economic performance is some- 
what better. 


In addition, a survey of worker 
attitudes will be used to assess what 
role they may play, if any, in causing 
the high level of unemployment. 
Development opportunities in fishing, 
forestry, agriculture, mining and 
energy will be evaluated by making 
extensive use of work already being 
carried out by other government 
agencies in these areas. 


Finally, the researchers will enquire 
into the question of how both federal 
and provincial levels of government 
can best create a general economic 
climate that is suitable for develop- 
ment in Newfoundland. This project 
will explore overall fiscal policy, 
transfer programs such as unemploy- 
ment, insurance, transportation sub- 
sidies and the problem of controlling 
market power. & 


*Economic Council of Canada, Living 
Together: A Study of Regional Disparities 
(Ottawa: Supply and Services Canada, 
1977), pp. 223-224. 


David Slater on the Council 


Sticking With Some Priorities 


The new Director of the Council, David Slater, believes 
that the time has come to rethink the Council's working 
philosophy, not that research has lost any of its quality 
but rather that it may become too thinly spread over 
various short-lived programs. 


In addition to the annual evaluation of Canada’s 
economic performance, Dr. Slater would suggest ‘‘at least 
four fields in which research should be carried out systema- 
tically, continuously and on a permanent basis.’’ 


— First, the entire field of growth and productivity which, 
in a way, constitutes the Council's reason for being. 


— The labour market, a sector in which the Council 
developed true expertise a few years ago: “the time has 
come for a new, more determined effort.” 


—The econometric model developed by the Council 
represents a sort of ‘‘public good” that must constantly 
be refined and updated. 


— Finally, the whole issue of structural policies surely 
constitutes a rare opportunity ‘‘for the Council to 
distinguish itself and play an important role.” 


Areas of 
concentration 


In short, Dr. Slater wishes to propose, with the 
agreement and encouragement of the Chairman and in 
collaboration with the Council research staff, ‘‘axes”’ 
around which all their work would be organized over 
the next 12 or 18 months at least, and “reference points” 
that would be taken into consideration when determining 
the pertinence of a new study. The Council will have an 
opportunity to review this initial ‘research agenda’’ at its 
June meeting. 


One may expect that the research sectors favoured by 
the Council will continue to be those problems just over 
the horizon. These are increasingly preoccupying the 
country. 


The new Director has noticed a certain change in the 
attitude of the authorities with whom he has worked 
closely for the last five years as Director of Fiscal 
Policy and Economic Analysis at the Department of 
Finance: “the government leaders definitely give more 
thought today to the middle term than they did some 


years ago when perpetual growth appeared to be fully 
assured.’’ In the past, they were content merely to correct 
the minor errors, caused by quirks in the cycle, but today 
the need is becoming increasingly apparent for more 
profound and lasting readjustments. The Council's 
familiarity with the middle and long terms and the 
perspective it can take on cyclical problems make it the 
best instrument for dealing with Canadian governments’ 
new preoccupations. 


Constantly 
updating 


It is this goal of permanence and constant updating 
of economic research that should govern the Council's 
most visible actions in the coming months. 


For example, the Centre for the Study of Inflation and 
Productivity (CSIP) could be seen as a new axis for work 
to which we might refer. In the field of inflation, there is 
in fact a serious lack of data. CSIP’s research will therefore 
complement to some extent the general expertise already 
developed at the Council, particularly during its evaluations 
of Canada’s performance. Dr. Slater believes that ‘the 
Centre exists primarily to help Canadians avoid any future 
return to wage and price controls.’ 


In the same way, the study on Confederation should be 
seen as a research program that is not unrelated to an 
expertise already developed at the Council, particularly 
during preparation of the report on regional disparities. 


It will therefore not be ‘the’ contribution from which 
we should expect a miracle solution, but rather “one” 
contribution among many, which in Dr. Slater’s opinion, 
“will nonetheless have the clear advantage of being based 
on a series of serious and credible quantitative studies. 


In another perspective, the special mandate given the 
Council by the Prime Minister following a request by the 
Premier of Newfoundland, is of very particular interest: it 
results from a general study of the regional disparities 
issue — Living Together. The study on Newfoundland will 
lead the Council from the general to the particular, which 
will undoubtedly uncover some useful principles for exam- 
ining the regional disparities issue once again from a general 
viewpoint! 


According to David Slater, the Newfoundland expe- 
rience illustrates well how, by constantly improving the 
thoroughness of research in a well-defined field, we can 
refine conclusions and continue to progress. 


Labor Relations in the Construction Industry 


Towards More Effective Planning 


By concentrating all efforts on the planning of con- 
struction projects and the development of a qualitative 
manpower policy, we could more effectively, and 
undoubtedly more economically, provide Quebec con- 
struction workers with the employment security and 
guaranteed income they demand, as promised them by 
the Cliche Commission. 

The second part of Professor Gérard Hébert’s study~ on 
labour relations in the Quebec construction industry points 
out that the Cliche Commission proposals raise at least two 
problems: the cost of a job security and guaranteed income 
plan remains completely unknown despite the simulations 
carried out by the Commission itself; and its effect on the 
incentive to work has not been evaluated. 

Therefore, in the author’s opinion, we find ourselves 
at the crossroads of three different routes: 
® Continuation of the reforms begun in 1969 lead to ever 
greater centralization and increasingly extensive govern- 
ment intervention which, if carried to the extreme, would 
result in a form of ‘‘nationalization’’ of labour relations in 
the construction industry; 

@ At the other extreme, complete abandonment of the ideal 
of quantitative manpower control, and concentration of all 
efforts on planning construction projects and developing 
a qualitative manpower policy; 

® Finally, a middle-of-the-road approach based on more 
modest quantitative control, at the regional level perhaps, 
and the search for a more flexible formula for seniority 
within a firm. 

Professor Hébert believes that ‘‘the first would only 
aggravate an already tense and delicate situation.’’ While 
not giving up all hope for the third, he clearly favours the 
second. 

In light of the extreme diversity of construction workers 
in terms of their region, trade, age and status, Hébert 


The permanent construction worker is a tradesman 
between 25 and 50 years of age. The more specialized 
his trade and the higher his pay, the more he counts 
exclusively on this trade for his total annual income, 
except for a small supplement from outside the con- 
struction industry and a little unemployment insurance. 
Between 1972 and 1975, his average total annual wages 
grew from $8,000 to $12,000. 

The marginal worker is usually an unskilled worker. 
He is young, often lives outside the large urban centres, 


A Profile of the Quebec Worker 


Professor Hébert’s study illustrates the extreme diversity of construction labour in Quebec. In spite of this, the author 
is able to sketch a portrait of the permanent and marginal construction workers based on his analysis of numerous data. 


believes that it is preferable to abandon all forms of quan- 
titative manpower control. Regardless of the situation, any 
form of manpower quotas runs the strong risk that 
“granting permits requested in a period of shortage and 
refusing them in a period of surplus or unemployment, 
will accomplish nothing more than perpetuation of a 
situation determined by other factors.” 

In the field of vocational qualification and training, a 
much stricter control of apprenticeship is urgently needed. 
The author believes that “‘it would be appropriate to 
replace quantitative control of apprentices with qualitative 
control of apprenticeship.”’ 

For various reasons, this field has been neglected for too 
many years in Quebec; any attempt at rationalization today 
runs counter to the interests of several intervening parties: 
the Department of Labour and Manpower; the Department 
of Education; the Office de la construction; management 
and unions. ‘‘Unless all bear in mind the future well-being 
of the industry and those who will earn their living from it, 
we will continue to see infighting taking precedence over 
the interests of construction workers, employers, and the 
public.” 

Finally, it must be remembered that control and im- 
provement of apprenticeship programs assumes forecasting, 
if not planning, of construction projects over the medium 
term at least, since apprenticeship is generally a three or 
four-year process. Thus, the circle is closed: attempts to 
improve the quality of labour lead to the rationalization 
of demand for the product. = 


*GERARD HEBERT, Labour Relations in the Quebec Construc- 
tion Industry, Parts I] and Ill, Economic Council of Canada, 
Ottawa, Supply and Services Canada, 1978. 


Mr. Hébert has a doctorate in economic sciences at McGill Univer- 
sity and is a professor at the School of Industrial Relations, Univer- 
sity of Montreal. 


earns much more outside construction than in it and 
draws over one-fourth of his total income from unem- 
ployment insurance. Half of the 50,000-odd unskilled 
workers in the industry earned less than $3,000 in 1972 
and less than $5,000 in 1975. One unskilled worker in 
five earned no more than $500 in construction in 1972 
and $1,000 in 1975. Most of these workers attempt a 
Career in construction but do not remain, or work only 
during the busy months to earn supplementary income. 


Private Pension Plans 


Public Insurance Against Inflation 


The rapid rise in the rate of infla- 
tion in Canada in recent years has 
served to focus attention anew on the 
issue of whether or not private pension 
plans can provide indexed pension 
benefits during an employee’s retire- 
ment years. Indeed, it can be argued 
that if the private pension system 
cannot respond to this need, then 
private pension plans must and _ ulti- 
mately will be absorbed into larger 
government programs, as  recom- 
mended by groups such as the Cana- 
dian Labour Congress. 

Since increasing numbers of people 
will be asserting claims on pension 
funds and because of the persistence 
of inflation, considerable attention is 
being given to the ability of private 
and public plans to meet their obliga- 
tions and remain financially sound. In 
a timely paper,” which was prepared 
as input into ongoing research on 
retirement income at the Economic 
Council, Professor Pesando proposes 
that the federal government should 
underwrite the inflation risk for pri- 
vate plans by developing a form of 
inflation insurance. 


Methods of 
indexing 


With the well-known exception of 
the Public Service Superannuation 
Plan for federal employees and certain 
provincial equivalents, the large major- 
ity of employer-sponsored plans in 
Canada do not provide for the con- 
tractual indexation of benefits during 
members’ retirement years. Although 
many employers have responded to 
the recent upsurge in inflation by 
arranging ad hoc increases to pensions 
already being paid out, it is clear that 
adjustments have fallen short of the 
amount necessary to preserve the real 
value of these benefits. Whereas 
governments ultimately underwrite 
through taxation those public plans 
which dispense fully indexed benefits, 
recognition that inflation tends to 


depress the real return on traditional 
pension plan portfolios makes it highly 
unlikely that private firms would be 
agreeable to committing themselves to 
the ‘‘open-ended”’ feature associated 
with indexed pensions. The expansion 
of the Canada Pension Plan could be a 
remedy, but possible adverse effects 
on savings and capital accumulation 
could ensue. 

Many pension specialists have ar- 
gued that without relying on bonds 
indexed to account for inflation, 
private plans cannot participate in 
indexed pensions and concurrently re- 
main actuarially sound. 


Since at present private firms do 
not appear interested in issuing index 
bonds and inasmuch as action by the 
federal government on this front, 
whether limited or extensive, could 
lead to changes in the operation of 
financial markets, Professor Pesando 
posits an alternative approach: ‘’Under 
the proposed scheme, life insurance 
companies (for example) would sell 
annuities on the basis of real interest 
rates. These annuities could then be 
escalated at the expected rate of in- 
flation at the time that they are sold, 


as evidenced by the inflation pre- 
miums built into the structure of 
nominal interest rates, without im- 
posing additional costs on plan spon- 
sors beyond those that they would 
incur in a noninflationary climate. The 
Government would then enable life 
companies to sell indexed annuities 
by providing insurance against the 
possibility that subsequent inflation 
might diverge from its expected path. 
The proposal highlights the fact that 
if income is not to be distributed away 
from members of defined benefit plans 
to the sponsors, annuities must be pur- 
chased on the basis of real rather than 
nominal interest rates.”’ 


Government 
intervention 


Since economic forecasters — as 
well as the bond market — agree that 
inflation rates in Canada are likely to 
remain high by historical standards for 
the foreseeable future, the capacity of 
private plans to provide indexed bene- 
fits will in all likelihood receive in- 
creased attention. Of the options 
available to the Federal Government in 
this area, the underwriting of inflation 
risk through the use of insurance 
principles would appear to be the most 
attractive. Although a variety of 
schemes could undoubtedly be devised 
around this inflation insurance princi- 
ple, the operation of one illustrative 
scheme is outlined in this paper. 
Although the full details of any such 
scheme await the acceptance of the 
inflation insurance principle, the pre- 
liminary discussion in Pesando’s study 
suggests that practical problems likely 
to arise in its implementation could 
probably be overcome without great 
effort. & 
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A Report 


For a Common Future: A Study of International Devel- 
opment (EC22-5/1978, $4.75 in Canada; $5.70 elsewhere) 
See the special supplement on pages i to vi. 


Two Studies 
Glenn P. Jenkins, /nflation: /ts Financial Impact on 


Business in Canada (EC22-58/1978, $3.75 in Canada, 
$4.50 elsewhere) 


The author analyses the various effects of inflation on. 


the financial situation of Canadian firms and introduces an 
estimate of the magnitude of each of these effects by 
industrial sector from 1965 to 1974. The combining of 
these effects then allows a determination to be made of 
the overall repercussions on inflation of the income and 
taxes of industries. 


* * * 
Gérard Hébert, Labour Relations in the Quebec Con- 
struction Industry, Parts Il and Ill, (EC22-52/1977-2, 


$5.00 in Canada, $6.00 elsewhere) 
See page 4. 


Seven Discussion Papers 


No. 109. Archibald R.M. Ritter, Conflict and Coinci- 
dence of Canadian and Less Developed Country Interests 
in International Trade in Primary Commodities. 

The author determines the senses in which and the 
extent to which Canadian and less-developed country 
(LDC) interests in international trade in primary commod- 
ities coincide and conflict. 


No. 110. Tim Hazledine, Protection; and Prices, Profits 
and Productivity in Thirty-Three Canadian Manufacturing 
/ndustries. 

This study demonstrates that the assumption that prices 
in Canada are determined by adding the value of tariffs 
to international prices is not valid. 


No. 111. G.K. Helleiner and Douglas Welwood, Raw 
Material Processing in Developing Countries and Reduc- 
tions in the Canadian Tariff. 

Through a series of case studies of Canadian tropical raw 
material processing industries, the authors show that the 
elimination of tariffs would not necessarily always result in 
significantly increased imports from the less developed 
countries, but probably as much from the developed 
countries. 


No. 112. G. Betcherman, S. Gera, P. Kuhn, D. Paproski, 
Halifax-Dartmouth Journey-to-Work Profile (Urban Paper 
No. 2). 

This paper considers the residence location, job location 
and attendant commuting patterns of the working labour 
force in the Halifax Metropolitan region. 


No. 113. R. Warren James, Two Essays on the Regula- 
tion of Social and Economic Behaviour in Canada. 

Two papers on the increase in regulatory activities in 
Canada. The first essay describes the change in the attitude 
of Canadians from the pre-industrial era to the 1960. The 
second essay goes into details on the textile sector. 


No. 114. James E. Pesando, Private Pensions in an Infla- 
tionary Climate: Limitations and Policy Alternatives. 


See page 5. 


No. 115. Michel Boisvert and Michel Legault, La re/a- 


tion entre /a taille urbaine et/e revenu per capita au Canada. 

There exists between rural and urban environments a 
major difference, in favour of the latter, concerning average 
income levels. The authors measure the relative importance 
of three factors that influence the increase in income with 
urban size. 


Miscellaneous 


The Economic Council has published seven papers sub- 
mitted to the Conference on Industrial Adaptation: 

— The General Design of a Strategy of Industrial Adapta- 
tion, by R.E. Baldwin 

— Adaptation in Canadian Manufacturing, by D.J. Daly 

— The Role of Competition Policy in the Adaptation of 
Canadian Industry, by D.P. DeMelto 

— Industrial Adjustment and Trade Relations with Less- 
Developed Countries, by S.W. Langdon 

— Canadian Industry and the Developing Countries, by 
Roy A. Matthews 

— The Identification of Sectors to be Developed in 
Order to Facilitate Industrial Adaptation — A Prelim- 
inary Study, by Pierre-Paul Proulx 

— Canada’s Comparative Advantage, by J.R. Williams @ 
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A Study of Canada’s Relations 
with Developing Countries 


“The widening gap between the developed and the 
developing countries has become a central issue of our 
time.” This is how the Pearson Commission, in 1969, 
began its report. 


A decade later, these words are no less true: nowadays, 
according to International Labour Office criteria, almost 
40 per cent of the people in developing countries lack the 
basic essentials for a life of dignity and fulfilment. In the 
developed countries, the comparable figure is less than 
1 per cent. 


On the other hand, the cartelization of oil production 
has created an international problem of vital importance — 
that is, access to energy supplies. The world suddenly 
discovered that an important economic decision -- the 
determination of the price of oil — had escaped the control 
of developed countries. Furthermore, accumulated com- 
mercial surpluses by several members of the Organisation of 
Petroleum Exporting Countries have, for the first time, led 
to financial power not based on industrial strength. 


At the same time, semi-industrialized countries of the 
Third World have presented the wealthier nations with a 
major industrial challenge. First, the new financial power of 
the OPEC countries has accelerated the process of industri- 
alization in these and other developing countries. Moreover, 


After underlining the gaps between the developed and the developing worlds and 
examining the long-term perspectives, the Council’s report considers the objectives of 
Canada’s relations with the Third World. It presents a series of recommendations on trade, 
foreign investment, development aid, and immigration. 


the sale of sophisticated equipment to the Third World 
countries has brought about the erosion of the techno- 
logical edge of their developed counterparts. Finally, low 
labour costs in developing countries, improvements in the 
quality of their work force thanks to better education and 
health measures and more effective international supply 
and demand networks have all served to attract more and 
more industries, especially those that are labour-intensive. 


Nevertheless, enormous disparities still exist between 
developed and developing countries. Structurally, develop- 
ing economies are lopsided, dominated traditionally by 
agriculture and relatively lacking in industry. It is esti- 
mated, for instance, that fewer than 10 per cent of Asian 
and African workers are employed in industry. Another 
characteristic of developing economies is their limited 
share of international trade. Moreover, many of them 
must cope with a high level of indebtedness. 


The contribution of developed countries to the develop- 
ment of the Third World, as suggested in the report, should 
revolve around the following expedients: 

— greater emphasis on energy conservation, 

— increased official development assistance, 

—more private capital flows and trade liberalization 

concessions, especially in labour-intensive industrial 
sectors. 


Trade in Primary Products 


Canada’s Interests and 


Those of the Third World 


For some years, developing coun- 
tries have been pursuing a campaign to 
restructure the international economic 
system. They managed to encourage 
the United Nations General Assembly 
to adopt, in May 1974, a “Declaration 
on the Establishment of a New Inter- 
national Economic Order.’’ In Decem- 
ber of the same year, the U.N. also 
adopted a ‘’Charter of the Economic 
Rights and Duties of States,’’ although 
sixteen developed countries voted 
against the measure or abstained. 


Since then, discussion has con- 
tinued between “‘North and South” — 
rich and poor countries and at meet- 
ings held in Paris from December 
1975 to June 1977, Canada provided 
one of the two chairmen and played a 
prominent role. 


An Opportunity for 
Joint Initiatives 


Developing countries derive a very 
high proportion of their national 
income from the export of primary 
commodities. It is very important for 
them that new agreements be con- 
cluded in this area. The Council has 
tried to find out whether a certain 
mutuality of interest could exist 
between Canada and the developing 
countries, given the importance of 
primary commodities in our own 
exports. 


A mutuality of interest between 
Canada and the developing countries 
could actually exist for certain prod- 
ucts such as copper, lead, zinc, iron 
ore, silver and platinum, and shaped 
timber of certain kinds. The list of 
such products is substantial enough 
to suggest that there may be some 
opportunities for joint initiatives. 


However, a deeper analysis reveals 
that these products do not come close 
to enjoying the same _ advantages 
as oil. In fact, the Council concludes 
that ‘‘we would discourage any notion 
that Canada might join commodity 
producers’ associations, unless their 
objectives were clearly limited to the 
exchange of information and discus- 
sion of mutual problems and interests.” 


Towards a price 
Stabilization policy 


More worthy of attention than the 
level of commodity prices is the exces- 
sive fluctuation of such prices and 
what it means in terms of the vola- 
tility of export earnings for countries 
relying heavily on sales of primary 
commodities. If Canada is fortunate 
enough to avoid any serious difficulty 
in this respect, it is due to the wide 
variety of its natural resources. For 
developing countries with one or two 
resources only, price variations repre- 
sent a big problem. 


Developing countries have already 
proposed the setting-up of an inte- 
grated program of international ar- 
rangements for primary products. 
This involves the maintenance of 
buffer stocks to stabilize prices by 
purchases when prices are failing 
and by sales when they are rising. 


The stabilization schemes would be 
separate for each major commodity, 
but they would be co-ordinated into 
an overall system with common fund- 
ing. 


The Economic Council is inclined 
to encourage the support of Canada 
for the creation of buffer stock ar- 


rangements and to favour continued 
Canadian backing for the idea of a 
common fund. | 


Another concern of both Canada 
and the Third World relates to the 
limitations imposed, either by means — 
of the corporate practices of multi-_ 
national firms or as a result of the 
structure of importing nations’ import 
barriers, on the further processing 
of agricultural produce and industrial 
raw materials in the country of pro- 
duction. In this regard, the Economic 
Council feels that Canada can give a 
valuable lead. It hopes that the busi-— 
ness community realizes that it is 
necessary to provide to countries sup- 
plying Canada with commodities the 
opportunity to establish further pro- 
cessing facilities, just as Canadian sup- 
pliers of such commodities are seeking 
comparable opportunities vis-a-vis 
other foreign interests. It also suggests 
that the government consider dis- 
mantling Canada’s tariffs and other 
obstacles against the import of pro- 
cessed commodities, most of which are 
believed to be no longer justified. 


The Removal of 


Tariffs for 


Six Industries 


With respect to the latter point, the 


Council reports on a study it under- 


took on the economics of raw materials 
processing in six commodities of 
greatest interest to poor countries: 


the manufacture of confectionery; 
coffee processing; vegetable oil re- 


fining; sugar cane refining; the making 
of rubber products; and the fabrica- 
tion of mahogany plywood. The study 


concluded that eliminating the import 


duties protecting Canadian labour en- 
gaged in these activities would cause | 


the displacement of perhaps 3,000 to 
4,000 workers in this country — a cost — 


it thought worth contemplating in 


view of the long-run benefits to de- 
veloping economies and, indirectly, 
of the ultimate potential advantages 
for Canada. 


It has become clear that, in its ef- 

fort to find a more viable basis for the 
growth of its manufacturing sector, 
Canada should take note of what is 
occurring in the developing world. 
‘Many of the developing nations today 
are embarking upon a new phase of 
industrial development. Their work 
forces are energetic and thrifty, and 
their labour costs are very low. 


The trend of domestic factors of 
production to be concentrated in in- 
dustries that are labour-intensive and 
based on standard technology, charac- 
teristic of the relatively early phases 
of economic development, is bound to 
become an immense liability for 

_ Canada. A mechanism simply must be 
found to progress from this position, 
for the sake of future generations of 
Canadians — most notably for those 
who will otherwise end up in the same 
essentially nonviable employment that 
the affected industries represent. 


and electronic equipment, and sporting 
goods and toys. 

Employment in all those industries 
vulnerable to import competition from 
the developing countries amounted to 
about a quarter of a million workers 
in 1971, which represents some 15 per 
cent of all manufacturing jobs or 3 per 
cent of total employment in Canada. 

The problem, however, assumes a 
special regional dimension since, of the 
250,000 jobs potentially at risk, over 
half are in Quebec — that is, 25 per 
cent of all manufacturing jobs and 
about 7 per cent of total employment 
in that province. The 100,000 workers 
involved in Ontario account for one- 
eight of the manufacturing work force 
there, which is 3.5 per cent of Ontario's 
labour force. The clothing industry 
alone poses a delicate problem for 
Quebec, where it involves more than 
12 per cent of Quebec manufacturing 
manpower or 3 per cent of all jobs in 
the province. 


of dependence on jobs in the clothing 
industry. There are some 45,000 gar- 
ment workers in the Montreal metro- 
politan area, two-thirds of whom are 
women. Half of the female work force 
involved consists of immigrants to 
Canada, while the rest are overwhelm- 
ingly French-Canadians. 

In the medium-sized cities liable to 
be affected by the opening of the 
Canadian market to commodities ex- 
ported by developing countries, twelve 
out of eighteen are located in Quebec. 
In these Quebec cities, the proportion 
of vulnerable jobs is relatively high: 
Drummondville (21 per cent), Vic- 
toriaville and Granby (both 15 per 
cent), St. Jean (14 per cent), St. 
Hyacinthe (13 per cent), and Valley- 
field (11 per cent). The Council's 
assessment of employment depend- 
ence in smaller cities and towns re- 
vealed even more marked vulnera- 
bility: one-third of all jobs in Magog 
and one-quarter of all those in Cow- 


250,000 Jobs at Stake | 
in Quebec and Ontario 


The transfer of particular activities 
to low-wage countries is a universal 
trend that Canada is unable to re- 
verse, and the Economic Council 
believes that it is imperative to evolve 
a clear program of governmental 
action, with broad social consensus, 
to assist in the adjustment of Canadian 
Production to the new realities of 
international competition. 

The Council therefore attempts to 
identify the specific industries and 
: products actually or potentially affect- 
ed, the nature of the capital and labour 
involved, and the regions in which 
these enterprises and workers are 
located. In short, the Council has 
outlined the characteristics of the 
vulnerable industries. They are con- 
_centrated in sectors such as textiles; 
knitting mills and clothing; leather 
; goods; and, to a lesser extent, electrical 


Assuming that trade is liberalized, 
the direct effects of competition from 
developing countries will therefore be 
felt almost exclusively in Quebec and 
Ontario. 


According to research carried out 
by the Council, a danger of major dis- 
ruptions exists in the Montreal metro- 
politan region, in the Mauricie area cen- 
tred on Trois-Riviéres and Shawinigan, 
in the whole of the Eastern Townships, 
and to a lesser extent in the eastern 
and central-eastern part of Ontario, 
especially in the St. Lawrence and 
Ottawa Valleys. 


The proportion of vulnerable jobs 
for the six industries as a whole in 
Montreal is more than 7 per cent, com- 
pared with 3.6 per cent for Toronto 
and 3.4 per cent for Winnipeg. The 
problem in Montreal is primarily one 


ansville (both in Quebec) are in 
textiles and clothing. 


The Council admits that the new 
realities of international competition 
will raise serious industrial adjustment 
problems within the country but still 
believes ‘‘that such problems are far 
from insoiuble.” 


The Economic Council rejects the 
proposal of shifting large populations 
into the country’s central regions; such 
a course ‘‘would completely upset the 
regional political balance on which 
Canadian national viability has been 
built.” It also rejects a status quo 
that is becoming increasingly difficult 
and may be ultimately hopeless. As 
a result, it recommends ‘’a determined 
strategy to revitalize vulnerable re- 
gions.” 


To Achieve Industrial Reorganization 


A Fund of $4 billion 


The Economic Council of Canada feels that consider- 
ation of the phasing-out of the tariff and nontariff pro- 
tection shielding the affected industries should be begun 
now. However, it recognizes that, because of the relatively 
depressed state of the Canadian economy at present, any 
significant liberalization of trade in these areas is likely to 
be conditional upon a marked improvement in such factors 
as overall unemployment levels. 


On the other hand, an extensive program of industrial 
adjustment and redeployment of resources, which implies 
expenditures of many billions of dollars funded out of the 
federal treasury and which would be concentrated in 
Quebec and Ontario (but mainly in Quebec), would prob- 
ably be politically unacceptable unless it were accom- 
panied by important reductions in trade barriers, thereby 
offering the Atlantic provinces and the West a potential 
benefit. 


The Council therefore proposes a two-pronged strategy: 
first, the earmarking of substantial federal funds for a devel- 
opment program to be carried out jointly with the prov- 
inces concerned, so as to achieve a comprehensive re- 
organization of industries in vulnerable regions; secondly, 
taking advantage of better economic conditions — which, 
on the basis of a pre-defined criterion, would be reflected 
in a drop of the national unemployment rate to a specific 
level — quotas and other quantitative restraints shielding 
import-competing industries would be progressively with- 
drawn. As the first phase of this strategy, 


the Economic Council of Canada recommends that, /n 
order to shift Canada’s industrial structure away from 
highly protected, J/abour-intensive, and standard- 
technology activities in which comparative advantage 
clearly lies with Third World countries, the federal 
government agree with the relevant provinces on the 
establishment of an industrial adjustment and rede- 
ployment fund and the creation of a comprehensive 
Joint regional development strategy to be put into force 
as soon as possible. The Council also recommends that, 
the total expenditures of the fund be fixed at $4 billion, 
spread over a period of approximately fifteen years, and 
that the life of the fund and related institutional ma- 
chinery be terminated at the end of this period, as 
settled by legislation in advance. 


The implementation of such an ambitious operation 
would warrant the setting-up of a development corporation, 
at least for central Quebec and eastern Ontario, that would 
be responsible for the development of an overall integrated 
program for the whole operation, based on a federal-pro- 
vincial blueprint designed to achieve a very substantial 
change in the relevant areas. 


The $4-billion figure is obtained simply by applying an 
estimated $16,000 for the cost of creating one job to the 
most pessimistic assumption calling for the consolidation 
or creation of up to about 250,000 jobs. Moreover, it must 
be stressed that this program will cover a period of fifteen 
years. 


When economic conditions improve, it would then be 
possible for governments to contemplate the second phase 
of the strategy — progressive liberalization of quotas and 
other quantitative restraints. The “release point’’ suggested 
by the Economic Council could take the form of a national 
rate of unemployment, to be agreed upon in advance by the 
governments concerned, that would reflect both general 
economic buoyancy and employment growth. For the 
second phase of the strategy, 


the Economic Council of Canada recommends that, 
upon the occurrence of a “release point” agreed to in 
advance and reflective of general domestic economic 
conditions, Canada’s system of special quotas and other 
quantitative restraints on the import of manufactured 
goods be progressively dismantled, according to a time- 
table that would eliminate them in approximately ten 
years. 


The strategy proposed by the Economic Council in these 
two recommendations implies that: 


@ First, there will essentially be a push to rationalize 
and consolidate the present range of industries in order to 
facilitate their transition to the second phase, which fea- 
tures increased foreign competition; 


®@ Second, funds still available will likely be utilized more 
for redeployment than for adjustment. 


It must be pointed out that, when the release time 
comes, quantitative restrictions would be eliminated only 
if Canada were offered trade concessions in return. In such 
a way, it would not be exposed to a further penetration of 
imports without getting countervailing advantages in other 
areas. 


As far as tariff barriers are concerned, their generalized 
lowering would likely benefit industrialized countries more 
than developing nations. But such considerations cannot 
in themselves justify holding tariffs at their present level: 
hence, the Council sticks to its 1975 recommendations, 
_ which calls for freer trade. 


The Economic Council of Canada recommends that, 
in order to encourage the adjustment of highly protected 
industries vulnerable to developing-country competition, 
Canada use the multilateral trade negotiation system to 
“rationalize its own tariff structure by reducing un- 
usually high nominal tariffs to a narrower band around 
the average for each industry group and by reducing the 
variation in average protection among industry groups.” 


The impact of trade liberalization on industrial structure 
and employment is, of course, difficult to estimate pre- 
cisely. However, a simulation by the Department of Indus- 
— try, Trade and Commerce, designed to show the effects of 
-a 50 per cent cut in all Canadian and foreign tariffs, reveals 
that the loss of jobs in affected industries would be offset 
to a considerable extent by very large increases in exports 
of manufactured products made cheaper by freer trade. 


Any liberalization of tariffs carried out multilaterally 
would reduce the margin of advantage now enjoyed by 
developing countries under the generalized system of pref- 
erences (GSP). Hence there seems to be an argument for 
restoring that margin of advantage in the case of the poorer 
countries or, to put it another way, for recognizing the 
artificiality of a situation that puts states like Hong Kong 
in the same category as nations like Sri Lanka or Mali in- 
sofar as special access to the Canadian market is concerned. 


The Economic Council of Canada recommends that, 
after the commencement of tariff reductions affecting 
“most-favoured-nation” duties, the rates of duty appli- 
cable under Canada’s generalized system of preferences 
be halved in favour of developing countries whose 
national wealth and industrial capacity fall below some 
readily calculable index. Tne Council further recom- 
mends that the list of exceptions to Canada’s generalized 


system of preferences — the categories of products not 
given preferred rates of duty — be set aside, at the same 
time, for this group of countries. 


About Canada’s performance in exports to developing 
countries, the Economic Council remarks that what may be 
Called for is a set of policies to promote a better knowledge 
of, and involvement in, particular areas of the world. 


Therefore, the greatest needs would be for a rather 
highly organized system of information gathering and dis- 
semination on foreign markets, coupled with more flexible 
financing facilities. 


Finally, the Economic Council looks at the role played 
by Canadian direct investments in developing countries. 
Just to give an idea of their order of magnitude, the 
stock of Canadian foreign direct investments in Third 
World countries reached $2 billion in 1974, out of a total 
of $9 billion. 


These investments seem to be concentrated chiefly in 
Latin America, especially in Brazil, the Carribean, and 
Bermuda. In comparison with other developed-country 
direct investments in the Third World, Canada ranks fifth 
in absolute terms. 


It is difficult to estimate the impact of Canadian invest- 
ments in developing countries, but some studies cast serious 
doubts on the widespread notion that foreign direct invest- 
ments stimulate the development of the recipient countries. 


By contrast, an assessment of the impact of Canadian 
foreign investments on the Canadian economy itself enables 
the Council to conclude that their benefits to Canada gener- 
ally outweigh their costs. In this perspective, Canadian 
investments in the Third World countries cannot be said to 
represent an explicit form of aid to their development. The 
Council feels that assistance programs to direct investments 
in these countries under the jurisdiction of the official 
development aid agency is therefore difficult to justify and 
that such programs should be considered in future as pro- 
moting Canada’s commercial interests. 


The Economic Council of Canada recommends that 
the pre-investment programs of CIDA’s Business and 
Industry Division — regarding both support for explor- 
atory visits and contributions towards the costs of 
feasibility studies — be transferred to the Department 
of Industry, Trade and Commerce or to the Export 
Development Corporation. 


Canada’s Aid Efforts Should 
Be Given Greater Visibility 


The Economic Council finds that, with reference to 
most performance criteria (except the share of tied aid), 
the Canadian aid program has a good standing, compared 
with other developed countries. The Council feels, however, 
that the program must undergo some degree of restruc- 
turing in order to increase its effectiveness. 


The Council notes that in 1976-77 Canada directed quite 
a high share of its development aid to various multilateral 
programs (43.2 per cent), compared with barely 50 per cent 
to bilateral programs. Our country is renowned throughout 
the world as one of the most active and most generous 
participants in many international organizations, such as 
the International Bank for Reconstruction and Develop- 
ment, and the African Development Bank. The emphasis 
put on the various forms of multilateral aid no doubt comes 
partly from the fact that these are easier to disburse. 


The Economic Council recommends that, /n order to 
create the means necessary to reorganize the bilateral 
program and to ensure that multilateral aid is allocated 
on the basis of merit rather than disbursement ease, the 
Government of Canada continue its present policy of 
limiting the share of the total aid program allocated to 
multilateral institutions. [t is recommended, however, 
that this policy be modified to state that multilateral 
non-food aid shall not constitute more than 35 per cent 
of the total aid program (including food aid). 

The Council recommends that, /n order to increase 
the efficiency and effectiveness of the bilateral aid 
program, the total number of countries aided by Canada 
on a bilateral basis be gradually reduced to approxi- 
mately thirty. The Council further recommends that the 
category of recipient nation known as “project country” 
be progressively eliminated so that all recipients of 
Canadian aid may enjoy the planned, longer-term 
relationship that is implicit in the program-country 
status, 


Therefore, Canada’s bilateral program should be more 
concentrated in two different ways: 

— Fewer countries should be aided, but each one should 
receive a larger proportion of bilateral funds. 

— Aid allocation should be reoriented so as to give 
Canada a “‘significant presence” in more recipient countries. 


In addition, the Council believes that untying bilateral 
aid would no doubt benefit recipient countries. Quantita- 
tive estimates available to the Council indicate that a re- 
duction of the present level of tied aid — which represents 
about 85 per cent of total bilateral aid — to 40 per cent 


vi 


would have no substantial impact on Canada’s balance of - 
payments. 


The low level of success of Canadian bidding for World 
Bank contracts, for instance, suggests that tied aid may be 
viewed as an important form of industrial subsidy. How- 
ever, if its proportion were brought down to 40 per cent 
from 85 per cent, this would cut only about 4,000 jobs and 
approximately $50 million (in 1961 dollars) in output for 
the whole manufacturing sector. 


The Economic Council of Canada recommends that, 
in order to increase the real value of Canadian bilateral 
aid, Canada move progressively towards untying aid fully 
in respect of procurement in developing countries and 
that it allow procurement in other donor countries that 
extend the same treatment to Canada. /t is recom- 
mended, however, that both of these policy initiatives 
be implemented only when the “release point” discussed 
in Chapter 4 is achieved. 


Moreover, the Economic Council of Canada recommends 
that Canadian aid for each recipient country be assessed 
in depth at least every five years. As well, it sets at 0.5 per 
cent of gross national product — from now till the end of 
the industrial adjustment and resource deployment pro- 
gram the minimum amount of funds to be earmarked for 
official development assistance. 


I then constitute the core of this new department. 


To Achieve Co-ordination 
of Aid Policies to LDC’s 


There still remains the question of Canada’s policy 
co-ordination in its relations with the Third World. 
Its aid programs and commercial, investment, and 
immigration policies must be consistent. 

The Economic Council of Canada sees two possible 
avenues: 

® Strengthening present interdepartmental com-. 
mittees while giving to a particular department — for 
instance, External Affairs — the main co-ordinating 
responsibilities. 

®@ Setting up an independent department with full 
responsibilities for integrating the various aspects of 
Canada’s relations with developing countries. The 
Canadian International Development Agency could 
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_ In 1955, the federal government’s consolidated regula- 
tions were contained in three volumes totalling 2,000 
/pages. Just twenty-two years later (1977), the collection 
had grown to some fifteen volumes totalling approximately 
12,000 pages! 


We should therefore not be surprised to learn that the 
issue of regulation received priority, with the unanimous 
support of Canada’s First Ministers. Prime Minister Tru- 
deau even went so far in his letter to the Chairman of the 
Economic Council as to mention the possibility of deregu- 
lation. Nor is it surprising that Mrs. Ostry, in her reply to 
the Prime Minister, should state that ‘‘the members of the 
Council will enthusiastically support the research pro- 
gram.” 


“We wish to remain practical,’ states the Director of the 
Regulation Reference, Dr. W.T. Stanbury. ‘“‘This study will 
in no way be simply an academic exercise.’’ Dr. Stanbury 
indicates that the research studies will lead the Council to 
make not only practical suggestions, but also to explain 
why and how to implement the necessary reforms. 


In Close Contact 
with the Private Sector 


An Associate Professor in the Faculty of Commerce and 
Business Administration at the University of British 
Columbia, Bill Stanbury is well acquainted with the busi- 
ness world through his previous research on competition 
policy. To remain in touch with the private sector, the 
Director of the Regulation Reference will retain his posi- 
tion as Director of the Regulation and Government Inter- 
vention Program of the Institute for Research on Public 
Policy in Montreal during the two and one-half years of the 
Reference. 


Nor will the Economic Council's research be planned 
behind closed doors. Apart from formal consultations with 
the representatives of the eleven governments sitting on 
the Federal-Provincial Consultative Committee respon- 


The Director of the Study on Regulation: 


Practicality Wi 


sible for acting on the recommendations of the First Minis- 
ters’ Conference, the Council intends to meet with repre- 
sentative groups of businessmen, union members and 
consumers. 


Moreover, only one week after the Chairman of the 
Economic Council officially indicated her agreement with 
the Prime Minister, the regulation research director sent 
out over 200 copies of what he refers to as his ‘‘menu,” a 
first draft of possible areas of research. Its purpose is to 
obtain the reactions and suggestions of as many Canadi- 
ans as possible. 


To Exercise Some Selectivity 


Therefore, the ECC study group, in coordination with the 
federal-provincial committee and its contacts in the pri- 
vate sector, must, exercise some selectivity. There is no 
lack of criteria for/making choices, but three of these in 
particular will probably play an important role: 

— attention will be given to the ‘“‘probability” of actu- 
ally implementing reform, the opportunity for apply- 
ing this reform, the political/economic feasibility, 
and the transition costs and their distribution. 

— an attempt will be made to determine the 
“representativeness”’ of the problem, of the regu- 
lation process, and of the regulated industry. For 
example, could the research results and recommen- 
dations be applied to other situations? 

— finally, the ‘‘domino potential’ will be researched. 
Would the actual changes in a given type of industry 
promote similar changes in one or several other 
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groups of industries? & 
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Urban Size and Per Capita Income 


A Relationship Whose Strategic 
Importance Must Not be Overblown 


While there is no doubt about the 
existence of a positive relationship 
between urban size and per capita 
income, the importance of this factor, 
and its strategic influence in particu- 
lar, should not be exaggerated. 

Two economists at the Council, 
Michel Boisvert and Michel Legault, in 
a study” on the relationship between 
urban size and per capita income in 
Canada, established that only 13 per 
cent of the differences in income 
observed in a total of 205 urban 
agglomerations in Canada in 1970 
could be attributed to the degree of 
concentration of the population. 


Furthermore, a simulation conduct- 
ed by the authors, giving each of the 
other Canadian regions — the Atlan- 
tic region, Quebec, the Prairie region, 
and British Columbia — the same 
urban structure as Ontario, appears 
to indicate that the increases in 
income would not be very large as a 
result of this redistribution of their 
rural and semi-urban population into 
various urban size categories. The 
greatest increase would occur in the 
Atlantic region, with a 22 per cent rise 
in its per capita income. In the Prairie 
region, average per capita income 
would grow by 9 per cent. The 
changes are minor in the other 
regions and would produce only a 3 
per cent average increase in per 
capita income for Canada as a whole 
(see table at right). 

The authors found three factors 
that exert a truly significant influence 
on the rise in levels of income with 
urban size, while three others — the 
differences in the cost of living, in the 
age structure, and in the unemploy- 
ment rate — have only a barely per- 
ceptible influence. 

e The participation rate clearly 
increases with the size of 
agglomerations. It is of particular 
note that the phenomenon of the 


large city is accompanied by 
industrial and occupational diver- 
sification, which allows, among 
other things, a greater utilization 
of part-time labour, not to men- 
tion a less standardized work 
schedule. 

The authors remind us that the 
concentration of population in a 
limited geographic area_ is 
accompanied by external econo- 
mies — the economies of 
agglomeration. Their calcula- 
tions demonstrate that the influ- 
ence of the effects of agglomera- 
tion, while significant, 
nonetheless remains fairly minor. 
Occupational structure changes 
significantly with the size of the 
agglomeration, and this change 
considerably influences — the 
income level. In effect, we find 
that as urban size increases, the 
best paid occupations, particular- 
ly in the administrative and scien- 
tific sectors, represent a growing 
proportion of the labour force. 
On the other hand, the lowest 
paid occupations, particularly 
those related to services and 
agriculture, represent a decreas- 
ing proportion of the total labour 
force. 


For the purpose of their study, 
Boisvert and Legault took a sample of 
11 agglomerations, all with popula- 
tions of over 100,000 except Char- 
lottetown (25,253). The authors estab- 
lished that the cost of housing 
increases with urban size, while that 
of food decreases to such an extent 
that, in the balance, the correlation 
between the general consumer price 
index and urban size is very small. 


It was also found that there is gen-— 
erally a slight increase in the working 
age population as urban size 
increases, but this rise does not have 
a significant influence on income nor 
on the unemployment rate. In the 
latter case, there is no constant rela- 
tionship between urban size and the 
percentage unemployed in the labour 
force. The unemployment level should 
decrease constantly with the increase 
in urban size, but since the high con- 
centration of population § attracts 
unemployed, problems of adjustment 
in the labour market appear in the 
largest centres, and the unemploy- 
ment rate shows an upward trend. Cy 


* Michel Boisvert and Michel Legault, La relation entre 
la taille urbaine et le revenu per capita, au Canada, 
Economic Council of Canada, Discussion Paper No. 115. 


The Benefits of a Simulated Urbanization 


The authors, Michel Boisvert and Michel Legault, measured the changes that 
would occur in average per capita income in the major Canadian regions if 
each had the same urban structure as Ontario: 


Per capita income in dollars 


observed computed 
Atlantic 1,948 PCW AS) 
Quebec 2,489 2,471 
Ontario 3,097 3,097 
Prairies 2,453 2,684 
British Columbia 3,000 3,005 
CANADA 2,700 2485 


Source: 1971 Census. 


espite an Impressive Series of Outside Requests 


The Council Must Continue 
to Take its Own Initiatives 


The new director of the Council, Robert Lévesque, 
believes that it is very unjust to claim that the Council has 
‘no influence on Canada’s heads of government. ‘‘The 
proof,’ he claims, “‘is all these references the government 
has just given the Council: the Centre for the Study of 
Inflation and Productivity (CSIP), the study of regulation, 
and that on productivity in Newfoundland. If we ‘deliver 
the goods’ the first ministers will make even greater use of 
the Council.” 


The new director thus foresees the problem of maintain- 
ing a fair balance between work initiated within the Coun- 
cil and references accepted from outside. ‘‘We should 
avoid taking on so much that this balance is upset.”’ 


The mandate on productivity and inflation alone has 
resulted in the hiring of some 40 economists. Dr. 
Lévesque, whose duties will include close supervision of 
CSIP’s operations, feels that the ‘‘Council has reached a 
fully satisfactory size for efficient operation.” 


A Long List of Ideas 


The series of ‘‘orders’’ handed down recently by the 
First Ministers of Canada should not, however, in Dr. 
Lévesque’s opinion, prevent the Council from taking new 
initiatives. In effect, the director, who took on his duties on 
July 15, comes to the Council with a long list of ideas: 

e “The Council has not been very outspoken in the 

past’ on the issue of natural resources. 

e Nor is Dr. Lévesque certain that the Council has 
sufficiently studied the question of foreign investment 
in depth, “‘if only to measure the effects of the Foreign 
Investment Review Act.’’ This issue is also raised 
implicitly in the Council’s founding act (s. 9.d), which 
instructs the Council ‘‘to study means of increasing 
Canadian participation in the ownership, control and 
management of industries in Canada.”’ 

¢ The new director, who among other things was a 
member of the commission studying the financing of 
the Quebec Pension Plan, is also closely interested in 
a study now under way on the demographic and 
economic long-term aspects of growth in the field of 
pensions. ‘‘But,’”’ adds Dr. Levesque, ‘‘the phenome- 
non of the aging of Canada’s population involves 
many other aspects in which the Council should per- 
haps show an interest.” 

e¢ Like many other economists, Dr. Levesque is preoc- 
cupied with what we could not unfairly call the “inter- 
national monetary confusion.” This issue, he points 


out, could have very serious repercussions on many 
aspects of Canada’s economy, “including inflation,’ 
and “Canada in this case is an almost ideal sample 
for analysis.’’ While not pretending to duplicate the 
work of the central Bank, the Council could nonethe- 
less play an important role in Canada’s contribution to 
current thinking throughout the world. 


¢ Finally, Dr. Levesque, who comes from the University 
of Sherbrooke in a region of Quebec that is highly 
dependent on traditional manufacturing sectors, has 
not overlooked the challenge Quebec faces from the 
industrialization of the developing countries. As time 
and occasions permit, he will ensure that the Coun- 
cil’s report For a Common Future is not forgotten. 


Just as his colleague David Slater, in the last edition of 
the Bulletin, was careful to point out, Dr. Levesque does 
not claim to have drawn up a definitive list of the subjects 
that should hold the Council’s attention over the coming 
years. He has instead pointed out general directions; it is 
up to the Council members as a body to establish priori- 
ties among them. 


Furthermore, Dr. Levesque has not ignored the develop- 
ments that inevitably will occur as a result of the oppor- 
tunities created by the new CANDIDE. As a professor of 
econometrics at the University of Montreal for several 
years, the new director often “‘had the opportunity to see 
why this model had built up the Council’s prestige.” 


This was particularly the case when Dr. Lévesque, as 
teaching assistant at the Institute for Quantitative Analysis 
in Toronto, noted that CANDIDE was perhaps one of the 
most used teaching tools in Canada. Nonetheless, the 
Council’s director would not discourage the use of CAN- 
DIDE for slightly less academic analyses, particularly stud- 
ies of the impact of the various budgets — federal and 
provincial — submitted in Canada each year. Dr. 
Lévesque has in mind here a contribution like that made 
by the Brookings Institution in Washington. 


Dr. Lévesque admits that his responsibilities with the 
Council, rather than with a department or the central 
bank, will stand him back from the action. However, with 
his responsibilities for CSIP, the new director finds himself 
halfway between basic research and action. He admits 
that the Centre represents ‘‘last chance” of sorts and 
warns that the private sector “‘had best like it and cooper- 
ate.’”’ He points out that the primary objective of the 
Centre is in fact to avoid a return to controls by learning to 


live without them. e 
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More than Half of All Immigrants 
Come from Third World Nations 


The proportion of immigrants arriving from Third World 
countries has tended to increase rapidly in the last two 
decades. A chapter of the Economic Council of Canada’s 
recent report — For a Common Future* — dealing with 
immigrants reveals that the proportion of immigrants fall- 
ing into this group grew from only 8 per cent in 1961 to 52 
per cent by 1975. 


“Looking ahead, the continued existence of differentials 
in standards of living between the developed and develop- 
ing worlds, combined with excess labour supply in the 
latter, would suggest that many people in the Third World 
will want to migrate to Canada.” It must be admitted, 
therefore, that immigration from developing countries, in 
relative terms at least, will continue to be significant. 


A study conducted for the Council on the period from 
1962 to 1975 shows that immigrants from the Third World 
resemble in many aspects those coming from other 
regions: distribution on the basis of age and sex is almost 
identical, while the size of families at time of immigration is 
quite similar. On the other hand, immigrants from the 
developing countries entering the labour market generally 
appear to be more educated than other immigrants, and a 
greater proportion of them settle in the cities. 


It should be pointed out in particular that the proportion 
of highly skilled individuals among immigrants from the 
Third World (25 per cent in 1974) is greater than the 
average for all immigrants entering the labour market. 


However, various indexes appear to indicate that social 
and economic adjustment remains relatively more difficult 
for this group than for the other categories of new 
Canadians. 


Greater Difficulties with 
Socio-Economic Adjustment 


A study covering the years 1969 to 1973 found that 
immigrants from the Third World experience more difficul- 
ty than others in finding employment. The unemployment 
rate for the labour force of this category of immigrants 
reached 15.2 per cent compared with 9.1 per cent for 
other immigrants. The average duration of unemployment 
(8.1 weeks compared with 5.4 weeks) was also longer, and 
their annual earnings remained markedly lower. 


This same study shows that while the average rate and 
average duration of unemployment for immigrants from 
the Third World tend to approach that of immigrants from 
other regions after three years in Canada, their earnings 


are still significantly less. Even after three years, the aver- 
age annual earnings of an immigrant from a developing 
country are only $7,532 compared with $9,432 for an 
immigrant from another region. However, these data have 
not been standardized for such factors as education, 
occupation, and age. 


The Council also found that, since 197I, important 
changes have occurred in the distribution of immigrants 
from developing countries: the number of professionals 
and white-collar workers admitted has declined while that 
of workers holding middle-rank and blue-collar jobs has 
grown. Furthermore, the number of foreign workers hold- 
ing a visa has risen sharply: this represents a temporary 
labour force required to fill less interesting jobs. 


The Council is concerned over the problems that these 
developments could cause in the long run. Among other 
things, some ethnic groups might be automatically identi- 
fied with low-paying jobs. The fact that these groups are 
concentrated in certain large metropolises, live in crowded 
conditions, and have a low level of education could even- 
tually lock them into an economic and social ghetto. 


The Economic Council approves the Canadian govern- 
ment’s present immigration policy of ‘“‘demetropolization,” 
but it would also like to encourage a better understanding 
of the problems raised by the social adjustment of ‘“‘vis- 
ible’ ethnic minorities. 


Some Data on Flows 
of Human Capital 


The chapter on immigrants in the Council's report also 
provides some interesting data on the flow of human 
capital represented by immigration from Third World 
countries to Canada. 


Using the concept of replacement cost, the Council 
calculates that Canada would have had to spend $2.9 
billion between 1966 and 1974 to train its own human 
capital in the absence of immigration from the developing 
countries. 


On the other hand, the departure of highly skilled labour 
may represent a serious economic and social loss for the 
developing nations. “‘The dimensions of this loss are 
extremely difficult to measure, however, and they appear 
to be marginal insofar as immigration to Canada is 


” =~ 
concerned. ve 


* Economic Council of Canada, For a Common Future: A Study of Canada’s Relations 
with Developing Countries (Ottawa: Supply and Services Canada, 1978). 


The New CANDIDE, Ready for 
Validation in September 


A major improvement of the CAN- 
DIDE Model,* of which testing and 
validation should be over by the end 
of September, will consist in a better 
balanced set of aggregation levels. 
According to CANDIDE builders, ‘‘this 
will allow a more realistic set of sce- 
narios to be developed when the 
model is used as a tool for policy 
analysis.” 


For instance, the CANDIDE group 
expects to be able to indicate in a 
detailed fashion how prices ripple 
through the economy from the indus- 
trial level to the Consumer Price Index 
(CPI). In that sense, one may consider 
that the new CANDIDE is a necessary 
tool for the Centre for the Study of 
Inflation and Productivity to fulfil its 
objectives. 


“Building an econometric model is 
like wiring a house,’’ Ross Preston, 
the Director of the CANDIDE group, 
said in an interview. By the time the 
lights are “‘switched on’, the wiring 
will have taken more than two years. 
Starting in August 1976, the CANDIDE 
group made a complete evaluation of 
both the model and the software. 


The 2.0 Model Will 
Be Better Balanced 


The 1978 version of CANDIDE (the 
Model 2.0) will contain such major 
changes as: 

— Acomplete disaggregation, for 
each of the 44 sectors, of 
wages, prices, output, invest- 
ment, wage bill, man-hours, 
employment, and hours, as well 
as productivity and unit labour 
cost. 

— An updating of the output/ 
input tables from a 1961 basis 
to a 1971 basis. 


— Convinced that many of the 
problems confronted by the 
Canadian economy came from 
the supply side rather than 
from the demand side, the 
CANDIDE group placed more 
emphasis on the former. Now, 
one may expect a more struc- 
tural interpretation of the way 
wages and prices are formed. 

— During the development of 
data sources, re-estimation, 
and testing of the new CAN- 
DIDE Model, the group decided 
to implement the new model 
with a new set of software. This 
will make it much easier to use 
the Model 2.0 in simulation and 
policy analysis and will improve 
its accessibility to others. 


First-hand users of CANDIDE are 
the Council’s staff members, but 
Canadian universities use it as a 
pedagogical tool, and various federal 
departments in policy-making. 


However, CANDIDE builders indi- 
cate that there are not that many 
people, outside the university envi- 
ronment, trained to use econometric 
models. This would be one more 
reason for the Council to use its 
model to upgrade the level of exper- 
tise of the people who need to be 
familiar with an econometric model. 


The CANDIDE group did its best to 
make the Model 2.0 appealing to out- 
side users. For example, the group 
treated the role of expectations in 
wage formation. 


The group will also provide a better 
understanding of interest rates by 
improving the monetary sector of the 
model. They introduced a ‘‘debt port- 
folio model’ as well as an ‘‘assets 
portfolio model.” 


On the investment side, CANDIDE 
will offer a detailed analysis of specif- 
ic variables such as tax write-off rules 
and investment tax credits. The CAN- 
DIDE group has been able to deal 
with indirect taxation and transfers in 
more detail. They have been disag- 
gregated by levels of government and 
by specific programs. The treatment 
of the federal and provincial personal 
tax model includes a mechanism by 
which the income redistribution is 
generated. 


A Sort of Discipline 


According to the CANDIDE group 
director, the building of any econom- 
etric model is like putting in a corner 
all the statistical data you do under- 
stand easily, and putting in another 
corner the data you do not. “So,” 
Preston says, ‘‘building a model is a 
kind of discipline.” !t is not the model 
itself which is important but rather the 
building of it and the use of it. 


Estimation of Model 2.0 began last 
February and the CANDIDE group 
expects it to be up for validation late 
in August. However, Preston empha- 
sizes the fact that such a model has 
to be ‘‘living’’, otherwise, it will ‘‘die” 
within a few months or a year. The 
‘living’ of a model is the use of it, so 
that you learn about it; you test its 
properties and its strength, and you 
may correct it or increase its possibili- 
ties. If you do not use it, you don’t 
interact on it and, sooner or later, it 


=~ 


dies! & 


*The CANDIDE model, like any econometric model, 
includes a series of equations for each sector of the 
Canadian economy. This makes it possible to simulate 
the effects of any change occurring in a particular sector 
on the whole economy. 


The Economics of Protection 


A ‘Law’ is Now Challenged 


Tim Hazledine’s* six-part examina- 
tion of variations among American 
and Canadian price ratios for 33 
manufactured commodities —chal- 
lenges a fundamental and widely 
accepted “law” of economics. This 
law is the proposition that the sole 
determinants of price for tariff-pro- 
tected commodities are foreign prices 
and tariff rates, so that the domestic 
price for a protected good is equal to 
the world price plus the full amount of 
the tariff. Contrary to this traditional 
view of economists, production costs 
and market structure do influence 
pricing, even in industries operating 
under the umbrella of tariff protec- 
tion. 


In order to determine to what 
extent domestic conditions — will 
influence prices set by tariff-protect- 
ed industries, the author developed 
an alternate model for analysis that 
incorporated domestic cost and 
market structure variables. 


By allowing for non-homogeneous 
products, and therefore including 
market structure and cost variables, 
the author surmises that price in actu- 
ality is a decision variable, since each 
domestic producer, despite tariff pro- 
tection, must set price in relation to 
his competitors. Attempting to 
explain American and Canadian price 
ratios according to each model leads 
to the conclusion that market struc- 
ture, costs, and protection variables 
do affect domestic prices. 


In particular, the degree to which 
industries do price-up to the tariff is 
directly related to their market power, 
measured by the Herfindahl index of 
the size distribution of firms in an 
industry. In fact, in industries with 
many firms, tariffs appear to have 
little effect on domestic price. In con- 
trast, industries dominated by a few 
large firms seem able to take full 


advantage of the potential protection 
given by tariffs. 


Although tariffs influence prices, 
the author demonstrates that the role 
protection plays in an industry’s level 
of profits is of ‘“‘no statistical signifi- 
cance.” The findings indicate ‘‘that 
while prices are related to protection, 
profits are not’ and, as a result, 
“imply that costs must be positively 
associated with protection.”’ 


The direction of causation behind 
this association is important. Do 
already high-cost industries tend to 
get more protection than efficient 
industries to keep them in business, 


or does the shelter from competition 
provided by tariffs allow the protected 
industries’ costs to drift upwards? 
There is no evidence, according to 
the author, for the second explana- 
tion. In fact, industries that were 
heavily protected from 1961 to 1972 


LS ee 


showed ‘‘a better-than-average rate 


of change of unit costs.” 


Dr. Hazledine concludes that it is 
not possible to determine if tariffs 
have aided or inhibited this process. @ 


* Tim Hazledine, Protection; and Prices, Profits and 
Productivity in Thirty-Three Canadian Manufacturing 
Industries, Economic Council of Canada, Discussion 
Paper No. 110. 


Trade in Primary Commodities and 
the Interests of Canada and LDCs 


As a major exporter of primary 
commodities, Canada shares some 
common objectives and mutual inter- 
ests with less developed countries 
(LDCs). However, after a _ careful 
examination of international patterns 
of commodity trade, Professor Ritter 
concludes that the LDCs and Canada 
are on opposite sides of the markets 
for primary goods more often than 
they are aligned as exporters, so that 
in terms of “price,” their interests 
conflict oftener than they coincide. 


His analysis* is especially important 
in view of the negotiations on com- 
modity trade proceedings under the 
auspices of UNCTAD. The objective in 
these talks is to restructure the 
framework for international commodi- 
ty trade in order to redress some of 
the dissatisfactions of the LDCs, 
which complain about fluctuations in 
the terms of trade, unstable export 
prices and thus foreign exchange 
earnings, the oligopolistic structure of 
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some commodity markets, and the 
limitations preventing further proc- 
essing of primary goods in countries 
of origin. 


While Professor Ritter finds that 
Canada shares a general interest in 
an overhaul of the commodity trading 
system, its concerns are not such as 
to justify involvement in cartel-like 
producers’ associations with other 
exporting countries. The author 
recommends’ that compensatory 
financing schemes and a common 
fund be supported as price stabiliza- 
tion devices and that Canada attempt 
to stimulate further processing within 
LDCs by lowering its own tariff and 
nontariff barriers in relevant sectors 


and by facilitating adjustment in 


domestic industries affected by lower 
cost. € 


* Archibald R. M. Ritter, Conflict and Coincidence of 
Canadian and Less Developed Country Interests in 
International Trade in Primary Commodities, Economic 
Council of Canada, Discussion, Paper No. 109. 


Canada and Aid to the Third World 
Primarily Political Choices 


The factors that influence Canada’s 
decision to aid a developing country 
are, in order of importance, member- 
ship in the Commonwealth or franco- 
phone Africa, per capita income of 
the potential recipient and, more in- 
directly, population and the sudden 
occurrence of natural disasters and 
political crises. Canadian exports to 
these countries and the amount of aid 
from other donor countries do not 
appear to have a significant influence 
on the Canadian decision. 


In turn, an analysis of the distribu- 
tion of the total budget devoted to 
developing countries confirms that 
Canada is influenced more by political 
than by economic factors. 


These are the conclusions that 
emerge from a_ study conducted 
expressly for the Economic Council of 
Canada by two professors at the Uni- 
versity of Montreal. In this study,* 
Léonard Dudley and Claude Mont- 
marquette analyse the decisions gov- 
erning the total amount of aid to be 
granted to developing nations, the 
eligibility of certain recipient coun- 
tries, and the distribution of aid 
among the recipients deemed eligible. 
Canada’s decisions during the 1969- 
75 period are then compared with 
those of certain other member 
nations of the OECD Development 
Assistance Committee. 

In discussing the geographic distri- 
bution of Canada’s aid to developing 
countries, the authors stress, through 
a simple review of history, the extent 
to which Canada favours Common- 
wealth and francophone’ African 
nations and the Commonwealth 
Caribbean (See table at right). 


To evaluate Canada’s motivations 
regarding development assistance, 
the authors view this aid as an 
exchange in which something is given 
and something received. The benefits 
that Canada may draw from its aid to 
the developing nations may thus be 


economic or political. The authors 
conclude that ‘‘the main gains to 
Canada from its aid program seem to 
be in the form of recognition by other 
donors and by the developing coun- 
tries as a group: Canada earns a 
reputation as a responsible member 
of the world community.” 


Because of the large amount of aid 
involved — on the order of $40 per 
Canadian in 1975, which placed the 
country in fifth place among OECD 
members after Sweden, Norway, the 
Netherlands, and Australia — the 


such as the degree of poverty of the 
recipient country. This contradiction 
between allocation and eligibility is 
not present, according to the authors, 
in the aid programs of other countries 
such as the United States, Sweden, 
Japan, West Germany, etc. 


To eliminate these inconsistencies, 
the authors believe that in future the 
Canadian government should revise 
present administrative procedures in 
order to ensure the consistency of 
eligibility and allocation decisions for 
development assistance funds. 


Distribution of Canadian Bilateral Aid by Region, 1975 


Region 


Percentage of 
Canadian Bila- 
teral Aid (1) 


Percentage of 
Third World 


Commonwealth Africa 
Francophone Africa 

Latin America 
Commonwealth Caribbean 
Asia 

Other 


Population (2) 
18.7 es 
18.3 6.6 
4.1 15.4 
1.8 0.2 
50.0 56.9 
75 13.8 


(1) Disbursements. 


Source: OECD, Development Co-operation, 1975 Review, Paris, 1975, World Bank, World Bank Atlas, 1975. 


(2) Excluding the People’s Republic of China and Mongolia. 


authors analyse in detail the reason- 
ing behind the distribution of this aid. 


The decisions on the eligibility of a 
developing nation for Canadian de- 
velopment assistance seem to be 
relatively consistent with stated 
objectives: Canada, like the other. 
nations of the OECD, tends to favour 
the poorest of the eligible recipient 
countries. However, in contrast to 
most other donor countries, Canada 
places no significant importance on 
the market that these nations might 
provide for Canadian exports. 


On the other hand, the allocation of 
aid appears to favour nations in which 
the ease of spending is more obvious, 
at the expense of stated objectives 


They also add that among the vari- 
ous policy options available, the 
Canadian government should also 
explore the possibility of: 

— reducing the number of condi- 
tions attached to aid grants to 
governments with objectives 
compatible with those of 
Canada; 

— and increasing the administra- 
tive resources devoted to other 
recipient nations in order to 
generate more appropriate 


projects. ¢ 


“Léonard Dudley and Claude Montmarquette, The 
Supply of Canadian Foreign Aid: Explanation and 
Evaluation, Economic Council of Canada (Ottawa: 
Supply and Services Canada, 1978). 


The following STUDY has been published by the Economic Council of Canada over the last few months. It can be 
obtained through Printing and Publishing, Supply and Services Canada, Ottawa, K1A 0S9. DISCUSSION PAPERS are 
available in limited number in the language of preparation through the Public Relations Section, Economic Council of 


Canada (tel. (613) 993-3591). 


One Study 


Léonard Dudley and Claude Montmarquette, The Supply 
of Canadian Foreign Aid: Explanation and Evaluation 
(EC 22-59/1978; $4.00 in Canada; $4.80 other countries). 


(See p. 7 of this issue.) 


Four Discussion Papers 


No. 116. C. Kapsalis, Equity Aspects of the Unemploy- 
ment Insurance Program in Canada. 


The focal issue of this paper is the often-cited criticism 
that unemployment insurance is not truly an insurance 
program, as we understand it in the private sector, 
because there is no direct relation between unemployment 
risk, contributions, and benefits. The author’s main con- 
clusion is that even a strict application of the private 
individual insurance model to the evaluation of the unem- 
ployment insurance program shows no indication of any 
major inequity in the present design of the program. 


No. 117. Anne P. Carter and Peter A. Petri, Factors 
Affecting Long-Term Prospects of Developing Regions. 


This paper was specially produced for the Economic 
Council in the framework of preparation for the report For 
a Common Future on Canada’s relations with the de- 
veloping nations. Using the world economy model devel- 
oped for the United Nations by W. Leontiev, the authors 
develop two scenarios for the years 1970 to 2000. In the 
first, they assume that past trends will continue in the 
future, while in the second they simulate the effects of a 
policy of energy conservation and substitution. 


No. 118. D. W. Henderson and J.C.R. Rowley, Structur- 
al Changes and the Distribution of Canadian Family 
Incomes, 1965-1975. 


This document examines the effects that changes in 
certain socio-economic and demographic factors have 
had on the evolution of the inequality of distribution of 
Canadian total incomes over the period 1965-75. The 
results indicate that the level of income _ inequality 
experienced in Canada since 1965 has generally been 
stable, apart from 1971, once adjustments are made for 
certain structural changes in the population of family units. 
The principal structural factors affecting changes in the 
distribution of total income since 1965 have been family 
size and number of earners in family units, rather than the 
age and education of family heads. 


No. 119. Richard M. Bird, Conditioning Aid on Perform- 
ance: Possibilities and Limitations. 


The author attempts to establish whether it is possible 
or even desirable to tie the granting of Canadian aid to the 
adoption of specific policies by recipient countries. The 
study confirms that it is indeed possible to measure the 
performance of a recipient nation in terms of its use of 
Canadian aid, and therefore to tie this aid to that perform- 
ance. The author doubts, however, whether this would be 
desirable: this type of dealing would jeopardize relations 
with the recipient countries, and it would be difficult to 
claim objectivity in such a situation. 


& 


Annual Report for the year ending March 31, 1978, Eco- 
nomic Council of Canada, Supply and Services Canada, 
1978. 


Forthcoming 


The Council’s Fifteenth Annual Review will be dis- 
cussed by Council members at their mid-September meet- 
ing. It appears that at that time, the economists in the 
Performance Study Group will want to re-evaluate the 
medium-term growth outlook they drew up in the Four- 
teenth Annual Review. While projections for the unem- 
ployment rate will have to be improved for the first half of 
the 1980s, those for the real growth in Gross National 
Demand will probably have to be revised downwards. In 
particular, the Council economists believe that Canada, 
like most other industrialized Western nations, will hence- 
forth experience a lower average growth rate than that 
registered in the 1960s and early 1970s. & 
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“Obviously, any new increase in unemployment would Forced to choose between an “unacceptable” reference 
‘clearly be unacceptable, but we must not lose sight of the scenario and an “‘improbabie’’optimistic scenario, the Coun- 


fact that the primary problem in the Canadian economy 
‘remains inflation.”’ This remark by a member of the Council, 
following a long discussion on the general orientation to give 
'to the conclusions of the Annual Review, sums up very well 
the dilemma facing economists at the end of 1978. 


cil members insisted on making a clear recommendation to 
government in favour of stimulating demand, allowing for a 
potential average growth rate of 4.5 per cent during the next 
four or five years. 


Faced with two problems, the Council finally decided to A clear recommendation 
compromise with a resolution that would not solve the prob- 


lem of inflation but which at least would not worsen The Council nonetheless believes that regardless of the 

unemployment. form this stimulation takes — direct personal income tax cuts 
or reductions in indirect taxes — its effects will be far from 
extensive. 


No matter how the CANDIDE model simulations are 
regarded, the outlook is reasonably gloomy. The members of 
the Economic Council also clearly reaffirmed their intention In either case, the growth rate for Gross National Expendi- 
to make “no commitment” to objectives that evidently would ture would not exceed 4.5 per cent next year and the unem- 
be unachievable. For example, both direct and indirect taxes ployment rate would remain close to its present level. 
would have to be reduced by $4 billion in order to achieve a 
potential growth rate of 5 per cent for 1979, aione. 
Consequently, as the Chairman of the Council stressed, 
this Fifteenth Annual Review will have an educational value 
“nA PD for Canadians. Dr. Sylvia Ostry pointed out that the various 
Mixed austerity scenarios offered by the CANDIDE model clearly reveal that 
there is no miracle solution in sight, regardless of which 


In any case, because of what was known of monetary and projection we retain. Furthermore, these scenarios demon- 
fiscal policies in Canada at the time of writing the Fifteenth strate that the solving of problems in one area may be 
Annual Review, the so-called ‘“‘mixed austerity’’ scenario was counterproductive in another. For example, a cut in indirect 
considered, for all practical purposes, as the true reference taxes slightly improves the price outlook but worsens the 
scenario. In other words, assuming no major changes to unemployment situation, while a reduction in direct taxes 
present economic policies, the real growth rate of Gross marginally eases unemployment but aggravates inflation. 


National Expenditure should not exceed 3.9 per cent in 1979 
and, after reaching a maximum of 4.2 per cent in 1981, : : : pg 
should fall to an average level of less than 3 per cent in . AS the title of this Annual Review suggests, it is “a time 
1982-83. In all probability, inflation should not give much for reason’! $ 
respite to Canadians and the unemployment rate in particular me 
should at least maintain its present level and possibly climb 


to a peak of 9 per cent by 1983. INSIDE 
@ The Economic Council’s Fifteenth Annual Review 
It is in fact these unemployment figures that led the Council assesses the Canadian economy and counsels that now 
to conclude that the ‘“‘reference scenario’ maintaining more than ever before is A Time for Reason... p. i— VI. 


present economic policies would be socially unacceptable. 
@ An interview with two of the Council members, Mitzi 

Dobrin and Robert Macintosh... p. 3. 

Even the most attractive scenario, the ‘‘full-steam private 
Spending,’ does not have all the answers and in any case é . 
would probably never be achieved: it assumes a growth rate @A Discussion Paper on Structural Changes and 
for private investment that has not been seen in Canada in Canadian Family Incomes, 1965-73... p. 5. 
the last fifty years. 
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Government Regulation... 


A Burdensome Necessity 


An essay by Warren James,' deal- 
ing with regulations in general, 
presents a short review of the history 
of government intervention in the 
economy and sets out some of the 
antecedents of more recent regulato- 
ry developments and schemes. It dis- 
cusses the broad objectives and 
mechanisms of government regula- 
tion. 


The author points out that ‘‘the 
higher the income in a community, the 
more critical its members tend to be 
of the quality, performance and safety 
of consumer goods.”’ Income levels in 
Canada have risen steadily since the 
Second World War, and government 
intervention has grown proportionally. 
As leisure time for hobbies and do-it- 
yourself projects increases, more 
people began to realize the need for 
quality standards and safety checks 
of material and equipment. Pressure 
groups such as the Consumers’ Asso- 
ciation of Canada were formed to 
influence the regulatory activites of 
government. At the same time, gov- 
ernment administration methods were 
improved greatly, to a large extent 
through the introduction of comput- 
ers. In the author’s opinion, ‘‘many of 
the large-scale administrative pro- 
grams of the federal government 
would be either impractical or 
unrealistically costly without the aid of 
electronic equipment.” 


Packaging and labelling 


One area of frequent public inter- 
vention is packaging and labelling. 
The Royal Commission on Price 
Spreads in Food Products in 1959 
called for more informative labelling, 
container standardization and simpli- 
fied grading. In addition to these 
aspects, the Special Joint Committee 
on Consumer Credit (Prices) made 
recommendations in 1966 on generic 
names, truth in packaging, and the 
marking of weight or measure. Most 
of these recommendations were in- 
corporated into the Consumer Pack- 
aging and Labelling Act of 1971. 


With respect to the future of regula- 
tion, the author makes two predic- 
tions. First, major changes in the 
system for legal enforcement are 
inevitable to relieve the courts of their 
crushing case load. These changes 
could take the form of separate tri- 
bunals similar to Small Claims Courts 
where proceedings would be less 
formal. Second, Mr. James believes 
that the trend of growing government 
intervention will almost certainly con- 
tinue on a broad front. ‘Once the 
regulatory process is initiated, it is 
difficult to contain it.” 


The Textile Industry 


A second essay looks in some 
detail at a particular area of govern- 
ment regulation and argues that the 
creation of a large bureaucracy is not 
always necessary to effectively 
enforce a system of regulations and 


standard specifications. In a case 
study of regulation in the textile 
industry, Warren James finds that 
widespread adoption of the Canadian 
Government Specifications Board’s 
garment care labelling system has 
been achieved without making the 
system mandatory. 


Moreover, although the _ textile 
industry has been subjected to a 
remarkable proliferation of regula- 
tions over the past ten years, dealing 
primarily with the provision of infor- 
mation to consumers and their physi- 
cal protection, Mr. James concludes 
that this has definitely benefited the 
consumer while it has not unduly 
hampered manufacturers. yA 


£ 


1 Warren James, two essays on the Regula- 
tion of Social and Economic Behaviour in 
Canada, Economic Council of Canada, Dis- 
cussion Paper No. 113. 


Warren James’ second con- 
clusion in his essay on social 
regulation, while expressed only 
tentatively, nonetheless 
deserves close attention. The 
author begins with the observa- 
tion that the history of public 
dissatisfaction over rising prices 
is long indeed, particularly in 
the case of food prices. Govern- 
ments have found it increasingly 
difficult to resist the mounting 
pressure to intervene. However, 
once the government does 
begin to’ influence market 
forces, there is little hope of 
ever turning back. The Canadi- 
an government’s response in 
the past few years to increases 
in energy costs is, in Mr. James’ 


You cannot stir a flower 
without the trembling of a star 


opinion, ‘‘a straw in the wind.” 
Now that the precedent has 
been set, any future sudden 
price increases will place strong 
pressures on the administration 
to intervene once again. ‘‘The 
control of prices, in time, may 
involve the control of produc- 
tion as well as rationing or other 
allocative techniques.” Mr. 
James finds this prospect a 
chilling one because he recog- 
nizes how very difficult it is to 
preserve individual freedoms in 


the face of the extensive regula- 
tory apparatus which has come 
to be an essential feature of 
government efforts to improve 
the public welfare. 


vue 


Na) 


Council members discuss .. . 


The Need to be Practical 


The Council’s members from the business world feel that, 
to a certain extent, they are invested with a mission: to assist 
researchers in remaining realistic and practical. In brief, they 
wish to ensure that the Council’s work deals with the reality 
of problems they encounter each day in their business 
operations. 


Mrs. Mitzi Dobrin, Group Vice-President and General 
Manager of of Miracle Mart, and Mr. Robert Mallory Macin- 
tosh, Executive Vice-President of the Bank of Nova Scotia, 
believe very strongly in this mission. Mrs. Dobrin, who in 
September attended her first Council meeting, had in her 
own words “‘psychologically prepared herself.’’ Nonetheless 
she admits to having been somewhat surprised by the some- 


“Canada _ wants _ social 
programs it simply cannot 
afford” 


Ee 


ond 
times academic tone of certain discussions. ‘‘We really have 
no decisions to make here,’’ observes Mrs. Dobrin, implying 
that the study of an issue may take up a lot of time, certainly 
more than it would at the Board of Directors of Miracle Mart 
or Steinberg’s. 


The Executive Vice-President of the Bank of Nova Scotia, 
however, is somewhat less surprised at the format of Council 
meetings since he is in fact one of the Council’s longest- 
standing members. Nonetheless, after nine years at the 
Council, Mr. Macintosh still deplores the lack of realism 
which he finds is the trademark of most studies conducted by 
Ottawa. 


In spite of this, Mrs. Dobrin and Mr. Macintosh are satisfied 
with the Council’s work. Mr. MacIntosh even suggests that 
the consensus reports, and particularly the Annual Reviews, 
should be heard much more thoroughly by a joint committee 
of the House and Senate. 


“Today, the Council is very strong,” and Mr. Macintosh 
points out in passing that 24 of the 28 members attended the 
September meeting. He feels that, ‘‘with the years, the Coun- 
cil will assert itself and gain in prestige.” 


Does this mean that the Council in its present form can be 
considered ‘‘complete’’? Both Mrs. Dobrin and Mr. Macin- 
tosh are unequivocal: union representatives should return to 
the Council. Mrs. Dobrin confirms that ‘‘there is room for 
them at the Council,’ while Mr. Macintosh recalls with a tinge 
of regret the time when the Economic Council was ‘‘one of 
the few places in Canada where the business and union 
leaders could meet and talk.”’ 


Mr. Macintosh, who has constantly attempted in the past to 
pass through the Council a message considered vital by the 
business community — ‘“‘our resources are limited” — freely 
admits, however, that the country’s union leaders have dif- 
ficulty in speaking the economic language of businessmen, 
particularly when trying to establish some relationship be- 
tween the costs and benefits of a given social measure. 


Mrs. Dobrin, who also is one of the directors of Steinberg’s 
Inc. fully shares her colleague’s opinion: ‘“‘Canada wants 
social programs it simply cannot afford.” 


“Our resources are 
limited” 


sk 


Both members were unanimous in deploring a serious lack 
of confidence among the country’s business leaders. But Mr. 
Macintosh warns that there probably is no ‘‘one’’ miracle 
solution but rather ‘‘a series of small things which, when 
combined, will allow the business cycle to resume a stronger 
growth rate.” 


The Executive Vice-President of the Bank of Nova Scotia 
also adds that governments have had a share in contributing 
to the malaise by setting absolutely unrealistic economic 
objectives, such as the 5 per cent growth target announced 
at the Bonn summit. Mr. Macintosh finds that this unfortu- 
nately gives the nation false hopes, and thus opens the way 
to a wave of defeatism and discouragement when, as must 
be expected, the people see that once again we have failed to 
achieve the goals we have set. 


After spending two days covering a particularly heavy 
agenda, the two Council members were not especially 
inclined to suggest new studies to Council researchers. How- 
ever, Mrs. Dobrin drew attention to the question of work 
incentives. She was particularly concerned about the fact that 
individuals today are discouraged from working harder or 
accepting new responsibilities. 


Mr. Macintosh, on the other hand, appears to be particu- 
larly interested in the economics of energy use in Canada. He 
believes that the Economic Council could make an important 
contribution in this field by determining, in particular, the real 


utilization costs of one form of energy over another. s 
ww 


Free Trade with the U.S. 
Senate Committee echoes Council 


Last August, a Senate Committee 
echoed the free-trade views that the 
Economic Council of Canada has held 
for the last several years in Canada. 
The idea of a gradual but total liberal- 
ization of the trade in goods between 
Canada and its main partner, the 
United States, is thus slowly but 
surely making its way to the country’s 
political leaders. 


The report of the Senate Standing 
Committee on Foreign Affairs' con- 
cludes in particular that ‘“‘in order to 
resist the gradual shift of Canadian 
manufacturing capacity to the United 
States and to strengthen potentially 
competitive firms and industries in 
Canada, Canadians should seriously 
examine the benefits to be derived 
from free trade with the United 
States ”’ (p. 121). 


The Senate Committee does not, 
however, consider the possibility of 
multilateral free trade. In 1975, the 
Economic Council? recommended 
that the government consider the es- 
tablishment of free-trade zones with 
the United States, the European Eco- 
nomic Community and Japan. In con- 
trast, the members of the Senate deal 
solely with the need for total liberali- 
zation of Canada-U.S. trade relations, 
while obviously supporting a general 
reduction of tariffs in the framework 
of the multilateral negotiations now 
under way at Geneva. 


Now that the consensus is broad- 
ening in favour of liberalization of 
trade, at least with our main trading 
partner, adaptation of Canadian 
industry is becoming increasingly 
imperative. The Senate Committee 
itself recognizes the possibility of 
“serious dislocation of Canadian 
secondary manufacturing.”’ 


Any free-trade option for Canada, 
even with the United States alone, 
raises three major questions: 


— What benefits would be 
associated with free trade? 


— What would be the cost of 
adjusting Canada’s _ industrial 
structure to this new market? 


— Where and how does 
Canadian industry have the 
greatest chances for conversion? 


Council Reports 


These questions have been exam- 
ined in several Council reports, the 
most recent of which, For a Common 
Future,’ discusses the problem of 
trade relations with the developing 
countries and devotes considerable 
attention to the profile of the sectors 
that would be affected by a liberaliza- 
tion of Canada’s trade policy. In June 
1977, the Council also organized a 
conference solely on the issue of 
industrial adaptation. 


This may in fact be Canada’s last 
chance to stop what the Senate Com- 
mittee considers as an inescapable 
“‘de-industrialization”’ trend. 


A Council report — Looking Out- 
ward — has already pointed out 
Canadian _ industry’s’ difficulty in 
rationalizing its output since Canada 
and Australia are the only industrial- 
ized nations in which the manufactur- 
ing sector is not based on a market of 
at least 100 million consumers. 


In a direct reference to the Eco- 
nomic Council’s report, the Senate 
Committee itself concludes that “the 
present high levels of tariffs are prov- 
ing to be self-defeating for Canadian 
secondary manufacturing. The tariff 
combined with foreign ownership — 
which is itself a product of earlier 
tariff policy — has produced or main- 
tained a basically inefficient industrial 
structure with truncated branch 
plants producing too large a range of 
goods with too short production runs 
for too small a market. Nor has the 
high tariff actually been able to pro- 
tect many of these industries once 
their competitiveness has slipped.” 


As discussed at length in another 
Council report on Canada’s relations 
with the Third World, it is the tradi- 
tional sectors of textiles, clothing and 
hosiery, furniture, electrical appli- 
ances, and toys that would be the 
hardest hit. 


If we examine the geographic distri- 


bution of these industries in Canada, — 


we find that the problems of industrial _ 
affect - 


adjustment will primarily 


Quebec and part of Ontario. The 


Council has estimated at 250,000 the 
number of employees affected, most 


of them distributed in small and medi- — 
um-sized cities. For this reason the | 


Council has always recommended 
that the implementation of a free- 
trade policy be conducted gradually, 
“that the economic and social costs 
of moving to a new situation of ben- 


efit to the whole of Canada should be © 


borne by all Canadians rather than by 
particular groups or individuals.” (p 


In the report, For a Common 
Future, the Council estimates the 
cost of adaptation and redeployment 
of resources to more promising sec- 
tors at up to $4 billion. Spread over a 
period of about fifteen years, this 
would represent only a relatively 
modest proportion of the funds usual- 
ly earmarked by the federal govern- 
ment for industrial development. 


The most promising industrial sec- 
tors still have to be identified. Even 
though the Economic Council basical- 
ly believes that the signals will come 
primarily from the functioning of the 
market itself, a study conducted for 
the Council in 1978 gives an idea of 
the increased efficiency resulting from 
economies of scale and specialization 
that could be expected from certain 
sectors. 


It was found that at least four sec- 
tors — aircraft, nonmetallic mineral 
products, food processing, and trans- 
portation equipment — _ would 
become as “‘rationalized’’ and com- 
petitive as the automobile industry is 
today. 


(©) 


1 Senate Standing Committee on Foreign 
Affairs, Canada-United States Relations, 
Volume Il, August 1978. 


2 Economic Council of Canada, Looking Out- 
ward, 1975. 


3 Economic Council of Canada, For a Common 


Future: A Study of Canada’s Relations with — 


Developing Countries, 1978. 


Income Inequality Persists 


The distribution of income among 
Canadian families has become 
increasingly more unequal _ since 
1965, largely due to changes in the 
structure of the population. Drs. Hen- 
derson and Rowley in their Discussion 
Paper for the Economic Council, 
Structural Changes and the Distri- 
bution of Canadian Family Incomes, Thus the role of employment 
1965-1975 find the two major factors income in determining total family 
contributing to this shift in distribu- income has changed substantially. 
tion to be an increase in the number The extent of this change depends 


of earners per family and a decrease upon other characteristics as well 
in family unit size. They base these : 


findings on data linking the total 
incomes of all Canadian family units 
with a number of their compositional 
characteristics, such as family size, 
age and education of family heads, 
and number of male and female earn- 
ers, using 1973 as the basic reference 
year. 


While average family size fell, the 
number of earners per family rose 
markedly. The shift was essentially 
from one-earner family units (60 per 
cent in 1967 to 53 per cent in 1975) to 
two-earner families (29 per cent in 
1967 to 35 per cent in 1975). 


(Per cent) 


‘Earners 1967 


{1 60.4 
2 29.4 
13 7.3 
4 or more 2.9 


Smaller families 


In an earlier paper’ Henderson and 


the growth of family units with heads 
under 35 years of age (from 27 per 
cent to 35 per cent) and the decline of 
family units with heads between 35 
and 54 years (43 per cent to 34 per 
cent). Since younger family units tend 
to show somewhat less stability and 
certainty of income, while the years 
between 35 and 54 are considered 
the prime earning years, this trend 
might have been expected to have 
more impact on income distribution. 


Distribution of Family Units With at Least One Earner Working Part of the Year, 
by Number of Earners, Canada, 1967-1975 


1971 1973 1975 
56.6 54.1 53.1 
32.4 33.3 35.3 
1.9 8.5 ic 
3.5 4.1 3.9 


Rowley noted that smaller family units 
tend to be associated with a smaller 
income than larger families. For. 
example, the average income of an 
unattached individual in 1973 was 
$5,100; for a family of two it was 
$10,300 and for a family of six or 
more it was $15,100. As they point 
out in their most recent paper, there 
has been a substantial growth in 
unattached individuals (21 per cent in 
1965 to 28 per cent in 1975), a slower 

_ increase in two-person families (21 
per cent to 25 per cent), and a sub- 
stantial decline in families of over six 
people (15 per cent to 7 per cent). 
This might well be expected to 
increase income inequality, since 
income is less equally distributed 
among smaller family units. 


—— 


Distribution of Family Units, by Size of Family Unit, Canada, 1965-1975 
(Per cent) 


Female-headed families tend to have 
lower incomes. In 1973, a two-person 
family headed by a man averaged 
$10,800 in income; by a woman, 
$7,000.? Another influential factor was 
shown to be the number of additional 
earners in the family who have signifi- 
cant labour force attachment. 


Youth and education 


The age and education of family 
heads, while of less significance in 
determining the distribution of 
income, also show a change of struc- 
ture in this period. The most notice- 
able changes with respect to age are 


Size 1965 1967 1969 1974 1973 1975 


1 20 24.9 29.1 25.3 26.7 28.0 
2 21,0 20.8 22,2 22.5 23.5 24.7 
3 14.7 14.3 14.7 15.5 14.8 14.5 
4 16.1 19.3 15.3 15.6 16.0 16.6 
5 ja 10.8 10.6 10.2 9.8 9.2 
6 or more 14.8 13.8 12.1 10.9 oa 6.9 


Source Surveys of Consumer Finances, Statistics Canada. 


SOURCE Surveys of Consumer Finances, Statistics Canada. 


In addition, there has been a sub- 
stantial rise in the level of education 
of family heads. By 1975 over 30 per 
cent had at least some university or 
post-secondary education, more than 
double the proportion for 1967. Fur- 
thermore, the proportion of heads 
with only elementary education per- 
sistently fell throughout the period. 
However, the impact of these shifts is 
not clear, since income level also 
depends on the number of others with 
an equivalent education on the labour 
market, and on the demand for their 
qualifications. 


By means of a standardization of 
basic data, Drs. Henderson and 
Rowley show that, if these structural 
changes had not occurred, inequality 
of income distribution would have 
remained more stable. It is therefore 
clear that family size and the number 
of earners in a family — factors which 
alter through the volition of the family 
unit — have had the greatest influ- 
ence on levels of family unit income 
inequality. $ 
es eS ~~ 


1 Discussion Paper No. 91, D. W. Henderson 
and J.C.R. Rowley, The Distribution and 
Evolution of Canadian Family Incomes, 
1965-1973. 


2 Discussion Paper No. 91, Charts 7, 9; pages 
89, 91. 


The following Annual Review and Study have been published by the Economic Council of Canada over the last months. They 
can be obtained through Printing and Publishing, Supply and Services Canada, Ottawa, K1A OS9. Discussion Papers are 
available in limited number in the language of preparation through the Public Relations Section, Economic Council of Canada, 


tel. (613) 993-3591. 


ANNUAL REVIEW 


Fifteenth Annual Review: A Time for Reason. (Catalogue 


No. EC-21-1/1978; price: Canada, $4.00; Other countries, 
$4.80). 


(See Pages i to vi) 
A STUDY 


Michel Boisvert, The Correspondence Between the Urban 
System and the Economic Base of Canada’s Regions, Eco- 
nomic Council of Canada — (Catalogue No. EC22-60/1978; 
$4.75 in Canada; $5.70, Other Countries). 


Despite the economic advantages generally associated 
with the concentration of business in large urban agglomera- 
tions, not all of Canada’s regions would benefit equally. The 
author classifies Canada’s twenty regions into three types: 
resource regions such as Labrador and the Gaspé; transfor- 
mation regions such as Halifax, Chicoutimi, or Winnipeg; and 
fabrication regions, like Montreal and Toronto. The compara- 
tive advantages of each type are then discussed, after which 
Mr. Boisvert suggests that urbanization should be promoted 
in resource regions, economic activity should be concentrat- 
ed in the regional metropolis in transformation regions and 
peri-metropolitan satellites should be encouraged to com- 
pete with the development pole for the establishment of 
fabrication industries. 


THREE DISCUSSION PAPERS 


No. 120, S. Gera, G. Betcherman, D. Paproski, Location 
Patterns and Commuting Flows: A Study of the Toronto 
CMA. 


This paper considers the job commuting mobility of the 
labour force of the Toronto Census Metropolitan Area (CMA). 
Specifically it examines the patterns of residence and job 
location and the attendant journey-to-work flows. 


It concludes that there are a number of significant employ- 
ment centres throughout the Toronto CMA that contribute to 
an overall complexity generally ignored in theoretical models 
of urban travel. 


No. 121, S. Gera, P. Kuhn, Locational Patterns and the 
Journey-to-Work. 


This paper examines the impact of occupation upon the 
locational pattern and commuting distances in the Toronto 
CMA. It concludes that although occupation did have an 
impact on journey-to-work distance through its influence 
upon locational patterns of jobs and residence, little evidence 
was found of its effect on the propensity to commute. Rather, 
the results suggest that the main determinant of this factor 
was sex of workers, since women showed less willingness to 
commute than did men. 


No. 122, Claude Montmarquette, Taille relative des gou- 
vernements : Causes et conséquences. 


The author examines the manner in which the level and 
growth of the relative size of public administrations are linked 
to the governments’ various objectives: the production of 
“public goods and services’; stabilization; economic growth 
and income distribution. He then attempts to determine 


whether the size of these administrations is optimum or 
whether it hinders the achievement of various government 
objectives. 

COMING EVENTS 


The Economic Council of Canada and the Institute of 
Intergovernmental Relations of Queen’s University are 
jointly holding a workshop on “The Political Economy 
of Confederation” at Queen’s University, November 
8-10, 1978. Attending the workshop will be academics, 
civil servants, and journalists with a long-standing inter- 
est in the subject, and representatives of organizations 


a se 


working in the area. The sessions will be chaired by | 
Dr. Sylvia Ostry, Chairman, Economic Council; Dr. J. — 


Meisel, Department of Political Studies, Queen’s Uni- 
versity; and Dr. R. J. Lévesque, Director, Economic 
Council. Mrs. Solange Chaput-Rolland of the National 
Unity Task Force will be the guest speaker at dinner on 
November 9th. Papers of interest to be given at the 
workshop include the following: 


— ‘The Economic Costs and Benefits of the 
Canadian Federal Customs Union,” by Tim Hazle- 
dine, Researcher ECC. 


— “The Roots of Discontent,’’ by R. Simeon, 
Director, Institute of Intergovernmental Relations, 
Queen’s University. 


— Western Economic Grievances: An Overview 
with Special Reference to Freight Rates,” by K. 
Norrie, Department of Economics, University of 
Alberta. 


— “Economic Stabilization and the Regions: The 
Problem in Canada,” by Y. Rabeau and R. Lacroix, 
Département de sciences €conomiques, Université 
de Montréal. 


— Atlantic Regionalism,” by G. Rawlyk and G. 
Perlin, Departments of History and Political Stud- 
ies, Queen’s University. 
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In an open economy like Canada’s where export sales 
account for some 25 per cent of Gross National Expenditure 
(GNE), the achievement of a reasonably good domestic 
performance depends crucially on developments abroad. 
Generally speaking, economic recovery from the setbacks 
triggered by oil price increases has been weak in Europe, 


_ Japan, and North America. A slowdown in real growth was 


_ pronounced in West Germany, France, the U.K., and Italy. 


The pace of inflation decelerated significantly in the second 
half of the year, while unemployment worsened considerably. 
In Japan, expansionary fiscal measures and a temporary 
surge in exports led to a recovery in the growth rate in early 
1978, with real GNP expanding at an annual rate of 10 per 
cent. However, while internal demand is expected to remain 
strong well into 1979, net external demand is likely to be 
restrained as a result of the rising value of the yen, and a 
commitment by the Japanese authorities to curb the expan- 
sion of exports. 


The U.S. economy 


In the U.S., economic growth in 1977 exceeded the long- 
term rate of expansion, unemployment declined, and there 
was some acceleration in price increases. The trade deficit 
rose to more than $30 billion in 1977 due to abnormally high 
fuel imports, a decline in the traditional trade surplus in 
manufactured goods, and a faltering foreign demand for U.S. 
equipment. As a result, the U.S. dollar fell sharply against 
most other currencies. In 1978 industrial growth resumed 
after a pause in the first quarter, unemployment continued to 
decline and consumer price increases stabilized. However, 
the underlying growth trends appear to be weakening, as 
residential construction may begin to subside in the coming 
months and only modest growth for business fixed invest- 
ment is expected. 


At the Bonn Summit Meeting last July a commitment was 


_ made by the leaders of seven industrialized nations to stimu- 


late growth and employment within the limits permitted by 


_ the need to contain inflation. 


An Overview of Recent Developments 


In Canada, the sole strength in a generally weak economy 
was the high external demand associated with the relative 
buoyancy of the U.S. economy, reflected in the fact that the 
volume of exports was 7.4 per cent above that of 1976. Slow 
growth in domestic demand at home continued to reflect 
consumer uncertainty — consumer spending grew by only 
2.8 per cent in 1977 — and restraint in government spending 
on all levels. Corporations showed a general reluctance to 
invest, despite an improvement in profits, because of eco- 
nomic uncertainties and low industrial capacity rates. A 
decline in the volume of residential construction occurred, 
due to the presence of large inventories of unsold new 
housing units. The first half of 1978 saw an improvement in 
the overall growth rate, but some deterioration on the unem- 
ployment and inflation fronts. 


An uncertain future 


The future for the Canadian economy appears uncertain. 
The phasing out of wage and price controls raises the ques- 
tion of a possible acceleration of price and wage increases in 
the post-control period. The Centre for the Study of Inflation 
and Productivity, a branch of the Economic Council, will 
continue the analysis of price and cost developments. Initial 
price increases are expected to be moderate, but unit costs, 
which must be contained if Canadian manufacturing is to 
remain competitive, face a crucial test during the heavy 
schedule of contract negotiations beginning next year. 


The Bank of Canada has been relatively successful in 
reaching the targeted rates of expansion in the money 
supply. However, the combination of federal monetary and 
fiscal policies applied since the implementation of the anti- 
inflation program, has not fully achieved the desired results in 
terms of either price deceleration or economic growth. é 


A Poor Proxy for Financial Hardship 


Both unemployment and poverty 
are major problems in Canada today. 
However, as the Economic Council 
points out in Chapter 6 of the Annual 
Review, ‘Perspectives on the Unem- 
ployment Rate,’ “the unemployment 
rate is a poor proxy for financial hard- 
ship and ... more direct and incisive 
measures are needed.” While recog- 
nizing the severity and urgency of 
Canada’s unemployment problem, 
the Council points to other elements 
contributing to financial hardship 
among Canadians, including age and 
family break-up. There are persons 
fully employed with inadequate earn- 
ings, and there are many unemployed 
with no really severe financial prob- 
lems. The Council therefore analysed 
financial hardship using as a defini- 
tion figures based on the revised low- 
income cutoffs published by Statistics 
Canada — which range from $3,500 
for a household of one to $10,300 for 
a household of seven plus — in a 
study of individuals and families of 
different demographic characteristics 
and labour force experience in 1975. 
It found that: 


—while the proportion of families 
and unattached individuals 
experiencing at least some 
unemployment during the year 
was higher in 1975 than in 1971, 
somewhat fewer experienced 
financial hardship. Of all family 
units, only about 3.4 per cent 
experienced both unemployment 
and financial hardship, whereas 
the comparable figure for 1971 
was 5.7 per cent. This change 
can be explained partly by the 
enriched unemployment insur- 
ance system and partly by the 
growing numbers of multiple 
earner families, in which the 


unemployment of one member is 
offset by the earnings of another. 


—In 1975, 19.7 per cent, or one 
in five Canadian individuals and 
families had incomes below the 
hardship line. 


—Over one-half of these were 
neither working nor looking for 
work largely because of age, 
health, or related reasons. 
—Over one-quarter were unat- 
tached individuals or female- 
headed families who had 
experienced no unemployment. 


Basically then, the real problem of 
financial hardship tends to be con- 
centrated among those households 
whose members are not part of the 
labour force. In addition, women in 
particular, and especially those who 
have sole responsibility for their fami- 
lies, constitute a growing proportion 
of the poor. They lack a complemen- 
tary source of earnings, and e\en 
when they are employed they tena to 
earn substantially less than men, 
which means that when unemployed 
they draw proportionately lower over- 
all insurance benefits. 


Unemployment insurance is inher- 
ently a wage-related —- insurance 
system to which virtually every 
employed Canadian contributes. It 
does redistribute funds from those 
with the most job security to those 
with the least, and in the process from 
the more well-to-do to the less well- 
to-do. However, since the majority of 
the poor, because of age, disability, 
or for other reasons, exist outside of 
the labour force, and conversely since 
most unemployed Canadians live in 
families that are not poor, it is not 
surprising that a large proportion of 
Unemployment Insurance benefits 
flow to the middle and upper income 


Unemployed, 1975 


Unemployment Insurance and the Incidence of Low Income Among the 


| unattached males 
/unattached females 
_male-headed families 
'female-headed families 


Below the Below the low-income 
low-income cutoff without unem- 
cut off ployment insurance 
2.4 33.8 
33.9 45.0 
10.9 16.2 
SOuh 45.5 
15.6 222 


| all family units 
| 


Source Based on Data from Statistics Canada. 


In addition to being an inade- 
quate measure of financial 
hardship, the unemployment 
rate ‘‘taken alone as ‘the’ 
indicator of the state of the 
labour market... is likely to pro- 
vide an _ inadequate and 
indeed misleading — basis for 
the formulation of macroeco- 
nomic policy.”” Overemphasis 
on the aggregate rate tends to 
obscure changes in the overall 
unemployment profile. The 
growth in the number of part- 
time workers, the growing 
number of women in the labour 
force and their increasing inci- 
dence of unemployment, the 
decline in proportion of prime- 
age males, and the dispropor- 
tionately high number of unem- 
ployed young people, particu- 
larly young women, have done 
much to change both the char- 
acteristics and the number of 
the unemployed. Further, the 
aggregate unemployment rate 
does not by itself show the 
amount of joblessness due to 
frictional and structural causes 
contributing to the considerable 
turnover in the labour market, 
nor does it by itself say anything 
about the considerable number 
of jobs being created — in fact, 
about 950,000 — since 1974. 
The Council therefore suggests 
that the aggregate unemploy- 
ment rate should be buttressed 
by other measures that help 
portray the full labour market 
story. One of the most interest- 
ing and_ highly considered 
suggestions that has been put 
forward in this respect is that of 
the “employment ratio ’’ — the 
ratio of the total number of per- 
sons employed to the _ total 
working age population. 


J 


groups that also bear their costs. This 
flow of benefits was reinforced by the 
revisions to the Unemployment Insur- 
ance Act in the early 1970s. Nonethe- 
less the importance of unemployment 


insurance to the general well-being is — 


highlighted 


Without Unemployment Insurance, 


in the following table. 


many more families and unattached | 


individuals who experienced unem- 
ployment would have suffered finan- 
cial hardship. = 

£ 


Little Room for Savings 


Government expenditure rose from 30.9 per cent of GNE in 
1966 to 40.2 per cent in 1976, largely due to increased 
spending in the fields of Health, Education and Social Secu- 
rity. In Chapter 7 of the Annual Review, “Governments and 
the Search for Equity,’ the Economic Council examines the 
effectiveness of programs in these areas, in order to deter- 
mine whether at least some of the resources used could be 
better spent in activating the economy and creating jobs. It 
concludes that there is relatively little room for expenditure 
savings within the context of the present system. The pro- 
grams are also studied in the context of their role as redis- 
tributors of income, a function that gains importance in the 
present period of slow growth when the poorer members of 
society tend to suffer the most. It becomes clear in this 
respect that “there is no simple relationship between the size 
of government expenditures and assistance to low-income 
_ families, or between growth in spending on social programs 
and the degree of their progressivity. Indeed, usually the 
expansion of programs to make them more accessible makes 
them less progressive.” The question of equity is inevitably a 
thorny one, particularly in a democratic plural society such as 
Canada’s since ‘“‘the kinds of social policies that are initiated 
will generally mirror the consensus of voter desires collective- 
_ly expressed. And the majority of voters are middle-income 
earners... AS a consequence most redistribution goes back 
and forth within middle-income groups.” 


The Health Care programs are probably the most success- 
ful from both vantage points since they have combined only 
reasonable increases in cost with universal health care cover- 
age and equitable income redistribution. Hospital rather than 
medical care accounts for most of the growth in expenditure, 
in part due to the increase in salaries, the cost of modern 
equipment, and the increase in hospital patients and ser- 
vices. However, total health care expenditures as a propor- 
tion of GNE have remained stable in Canada. Moreover, the 
family units with higher than average incomes pay over two- 
thirds of the medical costs and over four-fifths of hospital 
costs. 


Government expenditures on social security programs as a 
proportion of GNE increased from less than 5 per cent in 
1966 to 8.5 per cent in 1976. These programs comprise Old 
Age Security, Family and Youth Allowances, Unemployment 
Insurance, and Social Welfare Programs. 


Despite the increases in expenditure and the substantial 
growth in the number of old age pensions, old age benefits 
have not kept pace with economic growth, even though they 
are now adjusted quarterly at the full rate of increase in the 
Consumer Price Index. Even with the pension, almost one- 
half of all family units headed by someone aged 65 years or 
over had an income of less than $5,000 — close to or below 
the defined hardship line — in 1975. The recent increase in 
_ the basic pension by the federal government will do some- 
thing towards redressing this situation. Because it is financed 
‘from general revenue and because many in the target popu- 
lation have no other source of income, the Old Age Security 
Program along with the Guaranteed Income Supplement is 
highly progressive, concentrating benefits on the lowest 
income quintiles and costs on the highest. While some 
observers have taken issue with the non-selectivity of the flat 
OAS pension, only modest savings would be made by moving 
_ away from the universality of the program, since relatively few 
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Government Expenditures on Social Programs as a 
Proportion of GNE, 1964-76 
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Source Based on data from Statistics Canada and the Department of 
National Health and Welfare. 


recipients have high incomes. However, it might be argued 
that the costs of raising the needs-tested GIS component of 
pension income should fall on the more well-to-do among the 
elderly, rather than the population at large. The question of 
income adequacy among the elderly is currently under study 
at the Council, as is the related question of the indexation of 
pensions. 


In 1974, the Family and Youth Allowance Program was: 
raised substantially and indexed to increase annually by the 
full increment in the Consumer Price Index. This automatic 
indexation was subsequently suspended for a year, restored 
and recently amended. It is universally available to all parents 
of children under 18. Since benefits became taxable under 
the new Act, it could be regarded as progressive on a net 
benefits basis. However, if it is considered in conjunction with 
the personal income tax exemption for young dependants, it 
is redistributively regressive, with the highest-income quin- 
tile receiving the largest proportion of net benefits. The 
federal government’s announcement of a reduction in family 
allowance payments, together with the availability of income- 
related supplements paid out as a negative income tax for 
families in need, can be seen as a step forward in the 
redressing of this problem. 


Finally, the Canada Assistance Plan, the major arm of 
social welfare, provides a final fallback source of income for 
between 6 per cent and 8 per cent of the population. The 
availability and level of payments is generally in line with what 
Canadians feel to be reasonably minimal and therefore it is 
not, in the Council’s view, a program which can be reduced in 
order to generate expenditure savings. & 


The Industrial Sectors 
Are they structurally sound? 


One of the questions Canadians 
must ask themselves is whether they 
can blame all their economic woes on 
externally induced and cyclical fac- 
tors about which little can be done, or 
whether they should be looking for 
structural weaknesses, which can be 
remedied. This question is particularly 
pertinent with regard to the three 
industrial sectors of the economy — 
primary, manufacturing, and service 
— discussed by the Economic Coun- 
cil in Chapters 3, 4, and 5 of the 
Annual Review. 


The Primary Sector 


The importance of the primary 
sector to the economy becomes clear 
when we consider that about 60 per 
cent of total Canadian exports are 
resource-related products. The Coun- 
cil finds that a number of the primary 
industries can expect to encounter a 
variety of problems in the coming 
years. There are indications of rising 
competition within some primary 
commodity markets because of 
increased output in Eastern Europe 
and several of the developing coun- 
tries. There is evidence, as well, that 
the significant shifts occurring in con- 
sumption — specifically, the growing 
demand for thinner, lighter materials 
such as aluminum and plastics — 
could have significant implications for 
the long-term rate of increase in the 
demand for the basic elements used 
in construction. 


Undoubtedly, raising the rate of 
productivity growth will be increasing- 
ly difficult. Continuously mounting 
capital costs are a source of concern 
in the energy, mining, and forestry 
industries. The recent sharp increases 
in Canadian energy prices and the 
substantial costs related to pollution 
abatement place an additional burden 
on some firms. It is clear that, in the 
near future, massive investments will 
be necessary in the energy, forest 
products and, to a lesser degree, the 
mineral sector, in order to increase 
productivity and thereby maintain 
international competitiveness. 


The mining industry is faced by 
declining growth in volume of output 
(from 9.8 per cent in the 1950-55 
period, to 3.3 per cent in the 1970-75 
period), and a forseeable slowing in 


world demand for metals. To maintain 
its international markets, the industry 
must be encouraged to increase its 
mineral processing. In this regard, a 
re-examination of the level of taxation 
has been suggested. In addition, 
Canadian mining companies must 
spend more funds to ensure that new 
reserves and additional production 
capabilities will sustain the desired 
future production levels. 


The forest products industries are 
subject to highly cyclical influences. 
Currently the industry is enjoying an 
export boom, but a deceleration of 
growth in the U.S., generally expected 
in 1979, could hurt the sales of 
Canadian wood and paper products. 
In the long run Canada_ faces 
increased world competition, while 
world demand for forest products is 
expected to slow. The forest products 
industry in British Columbia is effi- 
cient and highly competitive interna- 
tionally, whereas many of the eastern 
producers of pulp and paper have 
considerably higher costs than south- 


ern U.S. firms. Modernization and 
restructuring may be _ needed _ if 


Canadian producers of highly proc- — 


essed paper products are to take 
advantage of any widening of market 
opportunities following the current 
round of trade negotiations. Produc- 
tion in this sector is marked by the 
low volume and relative lack of spe- 
cialization common to firms whose 
sales have been limited principally to 
the Canadian market. 

Increased investment will also be 
necessary in the energy field, in order 
to develop alternatives to oil. Despite 
the massive oil discoveries made 
recently, a major world shortage is 
forecast for as early as the mid 1980s. 
In Canada a shift is being made 
toward electricity and natural gas, but 
over the long run, nuclear energy, 
coal, and possibly solar and biomass, 
energy will become 
important. Federal estimates suggest 
that, until 1990, annual capital invest- 
ment in new energy sources should 
be equal to 5 per cent of GNP, up 
substantially from the past trend. 


The Manufacturing Sector 


Undeniably, influences from outside 
Canada have a bearing on the 
performance of the Canadian manu- 
facturing sector. Intense import com- 
petition from the third world countries 
has confronted manufacturing firms 
engaged in labour-intensive, stand- 
ard-technology activities such as 
leather goods, textiles, clothing, and 
toys. Sharp fluctuations in demand 
and world prices have_ influenced 
export-oriented industries with rela- 
tively large-scale, capital intensive 
operations such as motor vehicles, 
softwood lumber, and pulp and news- 
print. As the Council sees it in Chap- 
ter 4 of the Annual Review, ‘The 
Manufacturing Sector in Canada,” 
“Canada’s manufacturing sector — 
and particularly the more labour- 
intensive industries — faces a major 
challenge in adjusting to pressures of 
increasing international competition.” 
In some industries this challenge can 
only be met by structural change from 
within. Whether Canadian manufac- 
turing enterprises will profit from the 
impetus given to exports by the 
depreciation of the dollar in 1977 and 
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1978, and enter increasingly into 
competition in both the foreign and 
domestic markets, depends upon 
both their productivity performance 
and on the prospect for new invest- 
ment. 


Part of the sluggish performance of 
the Canadian economy is associated 
with the weakness of business invest- 
ment. A variety of factors have con- 
tributed to the unfavourable invest- 
ment climate: corporate profit levels 
are still showing the effects of infla- 
tion and weak market conditions; 
there has been political uncertainty 
and some worry about the relatively 
high degree of government interven- 
tion in the economy. A striking feature 
has been the low level of capacity 
utilization since 1975, particularly in 
many of the capital goods industries. 
This is partly due to out-of-date and 
energy inefficient equipment and to a 
lower demand for heavy goods from 
the important U.S. market. A modest 
improvement in manufacturing 
performance over the past year is 
cause for some optimism. However, a 
substantial improvement in business 
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_ profitability and confidence is still 
_ needed. 


Canada’s average annual rate of 
_ productivity increase is among the 
lowest of all industrialized nations 
though it was slightly higher during 
1961-77 than the rate attained in the 
U.S. during the same period. In the 
competition between Canadian and 


third-world manufacturers, difficulties 
arise principally because the level of 
productivity within many Canadian 
firms does not exceed that in the de- 
veloping countries by a margin suffi- 
cient to offset the gap in wage rates. 
Most of the long-term productivity 
growth in manufacturing is accounted 
for by such immeasurables as entre- 
preneurial talent, changes in the skill 
and quality of the work force, techni- 


cal progress, increases in plant size, 
and improvement in the organization 
of production. The implication is that 
a substantial effort is needed to raise 
not only the skill level of Canadian 
labour, but also the level of manageri- 
al training and know-how. Thus the 
Council supports the steps being 
taken to encourage research and de- 
velopment in the manufacturing 
sector. 


Distribution of the Employed Labour Force, by Industry, Canada, 1946 and 1977 
| 
1977 


all industries 


all industries 


1946 
Proportion Proportion Average annual | 
of total of total rate of growth | 


of employment 


(Per cent) (Per cent) (Per cent) | 
Service sector 41 65 4.0 | 
Trade — wholesale and retail 13 Ags 3.0 | 
Transportation, storage, and communications 8 7 1.8 | 
Finance, insurance, and real estate 3 6 4.6 
~ Community, recreation, business and personal 
services, and public administration 17 35 5:2 
Goods sector 59 35 0.6 
Primary 29 7 -2.1 
Secondary 30 27 -2.1 
All industries 100 100 2.4 


SouRCcE Statistics Canada, Labour Force Survey. 


The Service Sector 


While the primary and manufactur- 
ing sectors account for most of Cana- 
da’s economic growth, this country 
has proportionately more persons 
working in civilian service-sector jobs 
than any other western nation. Of the 
five million who have joined the 
labour force in the last three decades, 
four and a half million are employed 
in the service industries, which now 
account for 61 per cent of Canada’s 
Gross Domestic Product. Nearly one- 
half of all service-sector jobs are filled 
by women; one employee in seven 
works part-time; many are second 
and third earners in their household. 


The growing demand for services 
has been paralleled by a growing 
demand for durable goods. On the 
one hand, householders with an 
increased income want more ser- 
vices; on the other, because the price 
of services has increased more than 
that of goods, householders have 
economized in their use of services. 
Overall, a 10 per cent increase in per 
capita real disposable income has 
increased consumption of services by 
about 10.2 per cent and of goods by 
9.7 per cent. 


Output per employed worker has 
been growing much more rapidly in 
the goods sector than in the service 
sector. The commercial service sub- 
sector however, has been more pro- 
ductive than the other sub-sectors; 
this has been particularly the case in 
the areas of transportation and com- 
munication, trade, finance, insurance, 
and real estate. However, compari- 
sons of productivity between many 
services and goods-producing activi- 
ties are fraught with difficulties. In 
many services there is no clear meas- 
ure of output other than the workers’ 
input. Such, for instance, is the case 
in education and = government 
administration. Moreover, genuine 
advances made in some _ service 
activities, such as commercial 
laboratories, may show up as new 
productivity-enhancing technology in 
the goods sector. However, lower 
productivity gains in the service 
sector can also be explained partly by 
the fact that the annual rate of 
increase in capital per worker has 
been less than one-half that in the 
goods-producing sector. As well, in 
many service activities, the workers 
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tend to be less skilled, have higher 
rates of unemployment, and have less 
work experience. Nonetheless, 
through a combination of heightened 
demand and skilful collective bargain- 
ing, workers in the service sector 
have enjoyed almost the same per- 
centage of wage increases as workers 
in the goods-producing sector, with 
the result that the relative price of 
services has increased roughly twice 
as fast as that of goods. One impor- 
tant consequence of this has been the 
substitution of self-service for mar- 
keted services. 


Productivity-enhancing technologi- 
cal developments,such as computers, 
credit cards, etc., and organizational 
innovations, such as fast-food fran- 
chises, have increased efficiency and 
have not yet led to any significant 
displacement of semi-skilled workers 
in the service industries. The chang- 
ing composition of the sector means 
that Canadians employed in service 
activities will continue to be faced 
with uncertainty about the permanen- 
cy of their work, the wages they can 
expect, and the career prospects that 

= 


lie ahead. e 
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A Clear Need for Stimulus 


Selected Indicators Associated with Alternative Policy Scenarios, 1979-83 


Although the long-term prospects 
for growth in the Canadian economy 
are reasonably good, the Council 
sees no easy solutions to the nation’s 
more immediate problems. There will 
be difficult choices to be made about 
the relative importance of economic 
growth, the unemployment rate, the 
government deficit, the current 
account balance and equity. More- 
over, fiscal initiatives in one direction 
may have costs or prove to be coun- 
ter-productive in another. 


If all governments keep to an aus- 
tere fiscal stance, and this is com- 
bined with a tight monetary policy in 
the Bank of Canada, then the medi- 
um-term real growth prospects 
beyond 1981 fall to dismally low levels 
in the 2 per cent range; unemploy- 
ment rates rise to almost double-digit 
levels; and the only bright spot is the 
reduced government and_ current 
account deficits as a percentage of 
GNE. However, the Council feels that 
legitimate concern over fiscal respon- 
sibility does not preclude room for 
manoeuvre. While acknowledging the 
federal government’s severe budget- 
ary deficit, which is attributable 
mainly to the economy’s slow growth, 
the Council notes that the overall 
Canadian situation is much the same 
as in other OECD nations where 
stimulative initiatives are being urged. 
It goes on to argue that the federal 
expenditure restraint program alone 
will depress the economy unless it is 
accompanied by measures that will 
encourage business and consumer 
spending. Accordingly, the Council 
recommends that: 


the federal government 
introduce measures to 
stimulate the economy, 
with a view to achieving 
a 4.5 per cent rate of real 
output growth in 1979 
and to gaining momen- 
tum towards sustaining 
growth at this pace or a 
little better in the next 
few years. 


In the Council’s view, the choice of 
stimulus lies between a marked 
reduction of the federal sales tax, 
either on a selective or across-the- 
board basis, and major reductions in 
the personal income tax, preferably 
on a selective basis that will quickly 
bolster consumer confidence. As can 
be seen in the scenario simulations, 


Real gross national expenditure 


Mixed austerity 

Full-steam private spending 
Income tax cut 

Federal sales tax cut 
Combined tax cuts 


Gross national expenditure deflator 


Mixed austerity 

Full-steam private spending 
Income tax cut 

Federal sales tax cut 
Combined tax cuts 


Unemployment rate 


Mixed austerity 

Full-steam private spending 
Income tax cut 

Federal sales tax cut 
Combined tax cuts 


SOURCE Economic Council of Canada, 1978. 


1979 


3.9 
4.5 
4.5 
4.4 
5.1 


hae 
ti2 
7.0 
6.1 
5:9 


8.5 
8.2 
8.3 
8.4 
8.2 


1980) 1984 1982) A963 


3.5 4.2 2.3 2.5 
4.2 5:0 3.2 3.3 
3.7 4.5 2.6 2.6 
3.7 4.5 2.4 2.4 
3.8 4.8 2.8 20 


rate) Om rea. 6.4 
7.6 6.8 7.4 6.8 
7.6 6.8 tee 6.6 
The 6.5 7.0 6.4 
7.3 6:5 VA 6.6 


8.5 8.3 8.6 9.0 
feo 7.3 7.3 7.3 
8.2 7.8 8.0 8.3 
8.3 ie) 8.2 8.5 
ies) 7.4 75 iQ 


which assume that ‘‘mixed austerity” 


prevails with the addition of these 


stimuli: 


— an income tax imparts a sig- 
nificant stimulus in the first year, 
raising real growth to 4.5 per 
cent. Private investment is 
encouraged, and the impetus is 
carried forward in lessening 
amounts in subsequent years. 
However, unemployment remains 
above 8 per cent, and both the 
government budget and the cur- 
rent account balance of pay- 
ments deteriorate somewhat. 


— with a federal sales tax cut, 
the real growth of GNP is up by 
0.5 per cent in 1979, private non- 
residential investment is 
strengthened, the government 
deficit as a percentage of GNE 
rises in 1979, but declines there- 
after, the balance of payments 
deficit as a percentage of GNE 
remains high, and the unemploy- 
ment rate is persistently above 8 
per cent. The most notable effect 
is upon inflation. A federal sales 
tax cut equivalent to $2 billion 
would reduce the inflation rate by 
a full percentage point in the first 
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year, and by diminishing margins 
thereafter. 


In addition, the Council stresses its 


concern that the cycle of too large, — 


followed by too small, public invest- 
ment activity may lie ahead for 
Canada. There is a danger that public 
and private investment could rise 
concurrently and, if accompanied by 
strong consumption spending, set off 
a new inflationary spiral. Then, as 
growth in energy investment recedes, 
there could follow a slump in both the 
public and private sectors. Mindful 
then of the immediate expenditure 
restraints and of the 
requirements in Canada, and of the 
need to anticipate and counter a pos- 
sible recession in the medium-term, 
the Council also recommended that: 


the federal government, 
in co-operation with the 
provinces and with the 
business and_ financial 
community, make a 
renewed effort to plan 
and develop a medium- 
term strategy of phased 
spending on major capi- 
tal works designed to 
contribute to the efticient 
operation of Canada’s 
industrial structure. 
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Conservation has Positive Impact 


The implementation of energy conservation programs will 
benefit Canada more in both the short term and the long 
term than equivalent investments in new energy producing 
facilities, according to a paper by D. B. Brooks." 


From a policy perspective, Brooks suggests that the gov- 
ernment seems to be moving towards a goal of close to 2 per 
cent for energy consumption growth, but he finds ‘‘no indica- 
tion that (it) is solidly behind a conservation program.”’ He 
ascribes this reluctance to move on conservation issues 
partly to “economic worries” as to the impact such measures 
might have on a demand for labour, on lower income groups, 
on inflation, on the balance of payments and on the competi- 
tiveness of Canadian industry. 


Brooks discovers, however, that the impact of energy con- 
servation measures is generally positive. In the short and 
medium terms, such measures lead on balance to an 
increase in the demand for labour and a decrease in the 
demand for capital. Furthermore, “given the simulation of 


lower energy patterns of growth in the long term, it appears. 


that the Canadian economy can accommodate the nedessary 
shifts while maintaining reasonable growth in output, employ- 


ment, and income, and without demanding major ife-Si¥le, 


adjustments on the part of Canadian households.” 


Four Simulations 


In order to determine some of the shorter term relation- 
ships between energy consumption and the Canadian econo- 
my, particularly the employment-energy tradeoffs, Brooks 
analyses four simulations: 


— improving automobile efficiency in order to reduce the 
energy consumption of manufacture and of use. 
Energy efficiency in use can be improved by reducing 
the weight of the automobile through a reduction in 
size and a substitution of lighter for heavier materials. 
This measure is found to be both capital and energy 
saving. There are no aggregate labour impacts on the 
automobile industry as a result of this shift. The major 
effect on employment will come through reduced levels 
of operation in the oil industry. 

— the use of buses rather than cars for commuting to 
work as a way of saving gasoline. This shift is likely to 
be strongly job-creating; however, energy savings 
would be small. 


— insulating existing houses to improve thermal efficien- 
cy and thereby reduce the consumption of energy for 
heating. This measure would allow for considerable 
energy savings. Labour gains are large on a one-time 
basis, although there would be a small annual loss of 
employment because of reduced energy output. 

— improving insulation in new residences in order to 
reduce consumption of energy for heating. Improved 
insulation standards would provide significant dollar 
and employment benefits, as well as major energy 
savings. 


In a special simulation, Brooks examines the proposition 
that, ‘as consumers spend the money they save by adopting 
energy conservation measures, the initial energy savings will 
be reduced.’ The author finds that on the contrary, such 
expenditures further increase employment while they only 
slightly reduce the energy savings. 


Using long-term simulations, which provided for a slightly 


negative growth in energy consumption, Brooks develops ‘‘an 


interrially (consistent picture of the Canadian economy (in the 
year 2025) even though... there has been a 33 per cent 


reduction in per capita energy consumption and a 60 per cent 


reduction in the ratio of energy consumption to GNP.” He 


finds that dislocations within industry do not appear to be 
critical, although the construction and energy supply indus- 
tries ‘‘may be rather severely constrained.” The industrial 
structure in the 2025, according to Brooks, will be ‘‘much 
more efficient in terms of capital and energy.” & 


1. D.B. Brooks, Economic Impact of Low Energy Growth in Canada: An initial 
Analysis, Economic Council of Canada, Discussion Paper No. 126 


INSIDE 


@ An interview with Council Members Raymond 
Primeau and Henry Rhude... p. 3 


@ A Discussion Paper on health expenditures in 
Canada... p. 4 


@ A National Consultation on ‘Managing in the ‘80s”... 
p. 6. 


Canada’s Trade Picture Mixed 


Canada’s trade position is once 
again improving after a period of 
deterioration, with the merchandise 
account showing a healthy surplus. 
Nonetheless, Canadian industry must 
continue to increase its effficiency 
and overall competitive strength, par- 
ticularly in the context of long-term 
capital flows, GATT negotiations and 
the important changes emerging 
internationally. Such is the substance 
of the Economic Council’s second 
Chapter «‘“‘Trade and Foreign Invest- 
ment’’» in the 15th Annual Review. 


The growth of export volume 
oupaced that of import volume both 
in 1976 and 1977. Initially this growth 
was fostered by the strong recovery 
of the U.S. economy from its 1975 
recession, and latterly by the 
depreciation of the Canadian dollar. 
As usual primary resource products 
— farm, fish, mineral and forest prod- 
ucts — exhibited a large trade sur- 
plus. Manufactured goods continued 
to be in substantial deficit, but within 
this sector, resource-oriented indus- 
tries continued to rise as they have 
done since the mid-60s. Nonetheless, 
Canada’s cost performance at the 
moment is in need of improvement, at 
least partly because productivity 
gains have been insufficient to cover 
the gap between Canadian and 
U.S. wage increases (Canadian wage 
increases averaged 11.7 per cent be- 
tween 1972 and 1977 while American 


wage increases averaged 8.5 per cent 
for the same period). 


At the present time Canada has 
experienced a large increase in net 
foreign indebtedness that will have to 
be paid for out of future income flows. 
Traditional deficits on current account 
have been largely financed by long- 
term borrowing abroad. Portfolio 
investment, largely in the form of new 
issues of Canadian securities, has 
become an important source of long 
term capital in the current decade. 
Since 1973 capital outflows associat- 
ed with the purchase of equities 
abroad have consistently exceeded 
inflows of direct investment in 
Canada. In 1976 and 1977 foreign 
purchases of new securities by prov- 
inces, municipalities and corporations 
reached unusually high levels. This 
dramatic increase is attributed to the 
appearance of sizable budgetary defi- 
cits at both federal and provincial 
levels, and to a widening of the differ- 
ential between Canadian and U.S. 
interest rates. Heavy long-term for- 
eign borrowings delayed the 
depreciation of the Canadian dollar 
and the adjustment process neces- 
sary in Canada’s domestic activity 
and trade flows, and contributed to 
the steady deterioration in Canada’s 
current account balance of payments. 
Interest and dividend payments to 
non-residents reached $4.3 billion in 
1977 and over 2/3 of this amount was 
interest payments on portfolio bor- 
rowings. Overall, the service deficit 


Trade Performance Indicators, 1971-77 


Export/import ratios 


Volume Prices Value 
(1971 = 100) 


1971 100 100 100 
1972 94 101 95 
1973 89 107 96 
1974 78 115 90 
1975 76 110 84 
1976 79 112 89 
1977 86 107 92 


Canadian 

Canadian’s imports as a 
share proportion 

of world of spending 
exports! on goods! 


(Per cent) 


5.33 26.1 
5.10 27.8 
4.56 29.2 
4.08 32.6 
3.84 31.6 
4.07 30.0 
3.91 31.6 


1 Calculations based on data expressed in current dollars. 
Source Based on data from Statistics Canada; United Nations, Bulletin of Monthly Statistics; 
Bank of Canada Review; and CANDIDE Data Bank. 


composed mainly of debt service pay- 
ments and net tourist expenditures 
will likely be around 8 billion in 1978, 
or about 3'2 per cent of GNP. 


Direct Investment Debts 


Canada’s direct investment indebt- 
edness is of special concern to some 
Canadians, even though it represents 
less than half of Canada’s gross 
liabilities to foreigners. The book 
value of direct investment is currently | 
in excess of $45 billion, about 4/5 of 
which is owned by U.S. residents. 
Recent data suggests that non- 
resident control in the Canadian 
economy has levelled off. Mainly at 
issue now is not so much the number 
of subsidiaries as their mode of oper- 
ation. They export relatively less and 
purchase a significantly higher pro- 
portion of materials outside of 
Canada than do domestically con- 
trolled firms. They usually devote 
relatively less money to development 
activities in Canada. Moreover, the 
availability of relatively inexpensive 
services from their parent often gives 
them substantial advantages over 
their domestic rivals. They tend to 
earn higher profits, since they are 
somewhat larger and more capital- 
intensive, with higher labour produc- 
tivity than Canadian firms. 


The current GATT negotiations are 
considering global market issues and 
if successful they could well emerge 
as one of the more significant factors 
shaping the international environment 
of the 1980s. The working hypothesis 
sets a goal of a weighted average 
reduction of 40 per cent of existing 
customs duties. On the one hand, 
Canada has clearly indicated its reluc- 
tance to substantially reduce the 
present high protection on a number 
of Canadian industries under pres- 
sure from low-cost imports, such as 
textiles and garments; on the other, a 
basic Canadian aim has been to 
secure the reduction or even elimina- 
tion of nominal low foreign tariffs on a 
whole range of semi-processed and 
processed raw materials in which 
Canada enjoys a natural advantage. 
The developing countries in this 
regard are both a threat to manufac- 
turers and a source of export oppor- 
tunity. & 

~~ 
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Council Members discuss... 


The Need for Restraint 


A serious preoccupation with the size of government defi- 
cits was the shared concern of both Mr. Raymond Primeau, a 
Council Member from Montreal since 1973, and Henry Rhude 
of Nova Scotia, one of this year’s new members. 


Mr. Primeau, a professor of economics and corporate 
financing at the Ecole Polytechnique, University of Montreal, 
voices his fear that by 1980 Canada will face a renewed 
outbreak of inflation. He bases his concern on the possibility 
that new increases in prices in 1979 will lead to demands for 
wage increases. He stresses that ‘‘industries must be moder- 
ate in the price hikes placed on the goods and services they 
produce.” However, his major concern lies with the ‘‘enor- 
mous deficits’’ which exist at all levels of government. While 
Mr. Primeau, who is President of the Fondation québécoise 
d’éducation économique, believes that the federal govern- 
ment bears the major responsibility in this respect, he cau- 
tions all governments to restrain their spending. Canadians, 
he feels, ‘‘are far too indifferent to the enormity of this 
problem.” 


According to Mr. Primeau, the Centre for the Study and 
Inflation and Productivity can play a most important role in 
alerting Canadians in this, and other, regards. Without wish- 
ing to appear pessimistic, the Council member emphasizes 
his belief that the economic situation in Canada remains 
serious: the growth rate in 1978 will remain below its poten- 
tial, and well below the average of the past two decades. 
Canada, along with other industrialized countries, faces the 
classic problem of ‘‘stagflation.”’ 


“Canadians are too indif- 
ferent to the huge deficits 
of their governments.” 


His anxiety over the extent of government spending is 
reiterated by Mr. Rhude. The Chairman and Chief Executive 
Officer of Central and Eastern Trust Company, Halifax, states 
unequivocally that ‘‘“Government must get its deficit under 
control and in order to do so, it must restrain its activities.” 
He acknowledges that governments should have a list of 
priorities in any program of restraint, so that regions of high 
unemployment and economic disparity such as the Atlantic 
Provinces, do not suffer unduly. However, the Council 
member stresses that all regions in Canada would be best 


benefitted at present by a ‘“‘Government policy of spending 


restraint... and a reduction of its intrusion into economic 
affairs.”’ 


“Government must get its 
deficit under control.” 


As far as the Atlantic region in particular is concerned, Mr. 
Rhude applaudes the Council’s stand on free trade with the 
United States. The Council member — who is chairman or 
director of a number of companies in Nova Scotia, including 
National Sea Products Ltd., Sobeys Stores Ltd., and Atlantic 
Shopping Centres Ltd. — points out that the ideal situation 
— the removal of all existing tariff barriers — would allow the 
entry of goods into the Atlantic region at much lower prices 
than are presently being paid for goods from Ontario and 
Quebec. Moreover, the Maritime industries would not suffer 
from competition in a free trade climate, since, according to 
the Council member, ‘“‘we have the kind of industries which 
do not need protection.” 


Both Mr. Rhude and Mr. Primeau feel that the Council 
membership should become more regionally representative. 
They agree that the Atlantic Region, with only two members 
as compared to eight from the West, eight from Ontario and 
six from Quebec, is vastly underrepresented. Mr. Primeau 
emphasizes that “in a country of such diversified regions, 
geographic representation should be adequately balanced.”’ 
He adds that Francophone membership — at the moment 
numbering four out of 25 Council members — should be 
increased, without being confined exclusively to Franco- 
phones from Quebec. While representation of Quebec mem- 
bers should naturally include Anglophones (at the moment 
two of the six Quebec members are Anglophones), represen- 
tation from provinces such as New Brunswick and Ontario 
should include French-speaking members as a matter of 
course. 


Mr. Rhude draws attention to the fact that because the 
Atlantic region is a highly diversified one, it is difficult for a 
member from one particular Atlantic Province to represent 
the viewpoint of the other provinces. He finds it particularly 
surprising that Newfoundland, a province which is dissimilar 
from its neighbours in many ways, is not represented on the 


: oo 
Council. & 


Contrary to current belief 


Health-care Costs Reasonable 


Health Care expenditures in 
Canada have not increased at an 
excessive rate recently, according to 
two Council economists. In fact, in 
their Discussion Paper' analysing 
recent trends in the health field, Jac- 
André Boulet and Gilles Grenier find 
that health care costs in Canada com- 
pare favourably with those in the 
U.S. and OECD countries. They main- 
tain, however, that further savings 
can be made if health-care services 
become more efficient. 


In Chapter Il of the paper the 
authors demonstrate that a real GNP 
growth rate of only 2 per cent will be 
able to absorb future demographic 
pressures on  government-insured 
health expenditures. 


Between 1960 and 1970, total 
health care costs, as a percentage of 
GNP, rose from 5.6 per cent to 7.1 


Governments’ Health Expenditures, 
as a percentage of their Budgets, by level of Government, 
Canada, 1965-1974 


14__ 

13__ total of federal, 
provincial and 

42___ local government 
expenditures 

Pe 

TO. 


1965 66 67 68 


per cent, reflecting, in part, the exten- 
sion of health care services to those 
who could not previously afford them. 
However, between 1970 and 1976, 
health care costs as a proportion of 
GNP levelled off. In 1975, this propor- 
tion was 7.1 per cent of GNP and in 
1976, about 6.8 per cent. This means 
that health care costs in this period 
did not increase at a greater pace 
than the economy’s capacity to pay 
them. Further, the proportion of 
health expenditures in government 


Source: Public Finance Division, Statistics Canada, and estimates by the authors. 


budgets has been slowly but contin- 
uously decreasing since 1972. This 
indicates that the considerable 
involvement of governments in the 
health area apparently has not led to 
an excessive growth in their budget- 
ary allocations to this area. 


That the situation of health care 
costs is not as bad as is often thoughi 
is particularly obvious when it is com- 
pared with the situation in the U.S. 
The share of health in the U.S. GNP 
has risen constantly, reaching 8.6 per 
cent in 1976, while it levelled off in 
Canada to 6.8 per cent in 1976. 


Nonetheless, many feel that some 
expenditure savings could be made in 
the field of health care, and govern- 
ments are attempting to restrain the 
growth of their expenditures in this 
area. The authors feel that more effi- 
cient use of health resources is possi- 


70 71 72 73 74 


ble. They examine the situation in 
terms of expenditure problems relat- 
ed to the health services sector, to 
the government sector, and _ to 
changes in the demographic compo- 
sition of the population and its con- 
sumption habits. 


The major problem in resource allo- 
cation in this sector lies in the fact 
that the consumer looks on health 
care as a right, does not pay directly 
for the cost of health services, and 


often doesn’t even know what the 
costs are. As a result, his inclination 
may be to consume more of these 
services than is absolutely necessary. 
The authors suggest that in order to 
make consumers more aware of the 
financial implications of the govern- 
ment-insured health services, the 
appropriate government agencies 
could send them annual statements 
of costs incurred. Similarly, through 
public media, government could 
make consumers sensitive to the fact 
that health care is not, in effect, a 
“‘free’’ good. 


Governments may find it difficult to 
cut costs in the health care field and 
to devote resources to new fields of 
interest, simply because health ex- 
penditures are already growing at 
about the same pace as the GNP, 
while at the same time there has been 
a decline in the growth of productivi- 
ty. Thus it may be necessary to allo- 
cate a larger share of national 
resources to the health care field 
simply to maintain the present quality 
and quantity of care. The authors 
suggest a number of ways in which 
progress could be made more effi- 
cient without neglecting the quality of 
health care. 


One of the major factors determin- 
ing physiological need in a population 
is that of the age-sex structure. This 
fact is important because the Canadi- 
an population is expected to become 
older in the future years with the 
result that the composition of the 
demand for health services will 
change. In 1976, one out of twelve 
people was 65 years or over: this 
could increase to one out of eight by 
2001. High additional health care 
costs could result from the inappro- 
priateness of the existing hospital 
facilities to cope with this changing | 
demand. Ss 


1 Jac-André Boulet, Gilles Grenier, Health Ex- 
penditures in Canada and the Impact of 
Demographic Changes on Future Govern- 
ment Health Insurance Programs, Economic 
Council of Canada, Discussion Paper No. 
123. 


News on the Journey-to-Work 


Each day Canadians travel more 
than 134 million miles to work. Their 
commuting patterns are determined 
by the physical and socio-economic 
characteristics of the urban area in 
which they live. A Discussion Paper’ 
by three Council economists, S. Gera, 
G. Betcherman and D. Paproski, 
focuses on the structure of the 
Toronto Census Metropolitan Area 
(the CMA), and in particular on the 
ways in which its designated planning 
zones are linked through the work trip 
of thousands of people. 


The Toronto region is made up of 
three inner municipalities (Toronto 
City, and the boroughs of York and 
East York), three outer boroughs 
(Etobicoke, North York and Scarbor- 
ough) and the peripheral sectors of 
the North, East and West. The trend 
toward population decentralization in 
urban areas, indicated in the 1971 
Census, was particularly evident 
within Metro Toronto itself, with even 
higher growth rates in the more outly- 
ing areas. Moreover, between 1956 
and 1970, the increase in jobs was 
thirty times higher in the outer bor- 
oughs than in the inner three munici- 
palities. Consequently, the authors 
argue that ‘“‘while an overwhelming 
concentration of jobs in the central 
core was a typical structural form of 
cities until about 1950, the validity of 
this stereotype assumption for a 
highly developed industrial urban 
area like Toronto today is at best 
questionable.” 


Gera, Betcherman and Paproski 
therefore determined that the investi- 
gation should not be limited to the 
notion of a single employment centre. 
Rather, the Toronto CMA should be 
seen as “an urban system in which 
there is a pattern of employment cen- 
tres, one of which is the ‘central busi- 
ness district’ (CBD).’’ Employment 
centres other than the central busi- 
ness district are defined as ‘‘second- 
ary employment areas’”’ (‘‘SEAs’’). 


For the purpose of their study, the 
authors subdivided the whole Census 
Metropolitan Area into 63 planning 
zones (53 of which are consistent with 
Metro Toronto planning zones). On 
the basis of an intensive analysis of 


the commuting patterns between job 
and residence in these zones, they 
conclude with five observations: 


-“the Toronto CMA has many 
employment centres, numerous resi- 
dential communities and a complex 
overlay of commuting patterns”. 


-four out of five workers in the 
Toronto CMA leave their zone of resi- 
dence to work. Certainly much of this 
commuting can be explained by dif- 
ferences in the patterns of residence 
and job location. It is interesting to 
note, however, that zones with high 
levels of employment opportunities 
do not always have high rates of 
employment for zone residents. 


Ss 
—— 
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Each day Canadians travel 
5,360 times around the world 


Workers therefore ‘“‘do not choose 
their place of work and/or place of 
residence merely to minimize access 
(travel time/cost) between the two 
locations’. 


-the central business district is impor- 
tant as an employment centre for the 
whole region. It, and the three 
employment zones contiguous to it, 
pull in workers from virtually all zones 
in all possible directions. However, as 
the location of the employment centre 


becomes more peripheral, it tends to 
attract workers living close by, and 
the average commuting distance gen- 
erally becomes shorter. Moreover, the 
commuting flows to the employment 
centres in the outer boroughs and the 
peripheral sectors come from. all 
directions, as reverse (i.e. away from 
centre) and intersuburban commuting 
are more important. 


-it appears that people will try to work 
reasonably close to where they live if 
at all possible. Workers from the 
three outer boroughs and the periph- 
eral sectors are less likely to have 
jobs in the central area if they can 
find alternative employment oppor- 
tunities closer by. At all distances 
from the CBD, commuting to the cen- 
tral sector is much stronger from the 
East, where there is little available 
employment, than from the north and 
west. 


-the patterns of journey-to-work do 
not provide very strong linkages be- 
tween the various districts of the 
CMA. While the heavy commuting 
flows to the CBD and the area sur- 
rounding it act as important integrat- 
ing forces in the urban system, there 
is very little across-CBD commuting. 
In fact, the CBD acts as a prominent 
barrier between the eastern and west- 
ern halves of the CMA. Further segre- 
gation of the urban area is evident in 
the tendency of the peripheral area 
residents to find jobs close to their 
homes. 


The authors point out that despite 
this complex pattern of commuting 
flows, the existing transportation 
system is generally constructed to 
feed the central city. They suggest 
that new and relocated employment 
opportunities might be deliberately 
situated to take advantage of reverse 
traffic flows (i.e. those contrary to 
rush-hour traffic). Further, housing 
developments might be better 
planned to allow workers’ residences 
to be closer to their employment 
areas. s 


1S. Gera, G. Betcherman, D. Paproski: “Loca- 


tional Patterns and Commuting Flows: A 
Study of the Toronto CMA.”” — Economic 
Council of Canada, Discussion Paper 
No. 120. 


A consultation sponsored by the Council 


Managing in the ’80s 


Many of Canada’s economic prob- 
lems could be caused by a lack of 
managerial and entrepreneurial skills. 
A growing recognition of the weak- 
ness in this area has led to plans for a 
‘“‘National Consultation” in October 
(3rd.-6th,), sponsored by the Eco- 
nomic Council of Canada and the 
Canadian Federation of Deans of 
Faculties of Management and Busi- 
ness Administration of Canada. This 
consultation, to be called ‘“‘Managing 
in the ‘80s’, will initiate a project 
directed toward improving the state 
of management and management 
training in Canada over the next 
decade. 


The impetus behind this project 
comes from a growing feeling on the 
part of many Canadian opinion lead- 
ers that this country’s future as a 
great and prosperous nation is by no 
means assured. The long list of per- 
sistent problems, including balance of 
payments, government deficits and 
days lost through strikes, together 
with the inevitability of future change 
in the economic, social and cultural 
environment of both Canada and the 
Western world in general, could 
threaten both the level and quality of 
life in Canada. 


At a time, then, when effective 
management is essential, Canadians 
in a wide variety of occupations — in 
households, in hospitals, in universi- 
ties, in churches, in labour unions, in 
business and in government — lack 
managerial skills appropriate to the 
emerging circumstances. 


Internal barriers and_ limited 
resources are preventing universities 
from responding to the need for man- 
agement training. While management 
and administrative students account 
for more than 12 per cent of enrol- 
ment, less than 5 per cent of faculty 
teach in these areas, and only 3 — 
4% of operating budgets are allocat- 
ed to them.Therefore, the schools are 
forced to limit the number of places 
available, and consequently turn 
down thousands of potential stu- 
dents. 


The university's reluctance to move 
funds out of arts and science pro- 
grams — where university enrolment 
is decreasing — into business pro- 
grams, is in itself symptomatic of the 
underlying crisis in management. Fur- 
thermore, most of the skills taught in 
business schools are oriented to com- 
panies involved in non-renewable 
resources and financial services and 
are not necessarily appropriate for 
the high technology firms of the 1970s 
and ‘80s. 


The Economic Council of Canada 
and the Canadian Federation of 
Deans of Faculties of Management 
and Business Administration of 
Canada recognize the complexities 
involved in addressing this problem. 
With these in mind, the consultation, 
“Managing in the ’80s” is not seen as 
a short-term, transitory conference, 


Canadian 


but rather as the beginning of an on- 
going project. Its purpose is to lay the 
blueprints of an undertaking which 
will continue until 1990. 


The participants, numbering be- 
tween 150 and 225, will include repre- 
sentatives from business and indus- 
try, the public service, labour — 
organizations, universities, social 
institutions, and other selected 
individuals. 


The consultation will be structured 
around three main topics: 


— the challenges and possibilities of 
the ‘80s. 


— the critical conditions requisite for 
effective managing and the character- 
istics of effective managers. 


— the critical elements of the next 
phase of the project. & 


Incomes Conference 


A Conference on Canadian Incomes, sponsored by the Economic Council of 
Canada, will be held in Winnipeg, May 10-12, 1979. The purpose is two-fold: to 
provide a forum for individuals who have been involved in research and/or the 
development of policies and programs related to incomes issues, to exchange 
information on research methodologies; and to evaluate the areas of research 
that require further data development, research effort and policy program 
evaluation, so that the Council can direct its efforts accordingly. 


Research is needed in the incomes field to assist in the reevaluation of social 
assistance policy, strategies and programs, including their direct costs, effec- 
tiveness and equity (who benefits and who bears the financing/tax load). 


The conference will be the first attempt to bring together researchers and 
policy advisors in the field in over a decade. 


Approximately 75 people will be invited to the conference. Papers will be 


given on the following topics: 


- Language and Income/Earnings Inequalities. 


- Incidence of Taxes. 


- Incomes of Women and Female Headed Families. 


- Social Security and Income Redistribution. 


- Distributional and Intergenerational Aspects of Wealth, etc. 


Regulation Reference Report 


In its Preliminary Report to the 
First Ministers’ Conference’ the 
Chairman of the Economic Council 
outlines the research agenda 
designed to ‘‘diagnose the problems 
of government regulation, and to offer 
practical recommendations aimed at 
improving its effectiveness, reducing 
its cost, and improving the process by 
which regulation is conducted.’’ The 
report stresses the complexity of the 
general subject of government regu- 
lation — at the same time that com- 
plaints are being raised that regula- 
tion by all levels of government has 
become more complex, more costly 
and less effective than it should be, 
governments are also facing demands 
for new or more extensive economic 
regulation. 


An analysis by the Regulation Ref- 
erence staff indicates that of the more 
than 500 federal statutes, 129 could 
be classified as dealing with econom- 
ic regulation. As the graph indicates, 
over one-fifth of this number came 
into existence in the past eight years 
— about the same number of regula- 
tory statutes which originated in the 
previous 30 years. Other periods of 
growth in federal regulation occurred 
in the 1870s, 1910-19 and the 1930s. 


The research studies are classified 
into two general types: 


(i) ‘framework studies” which wil 
include studies of the nature, objec- 
tives, scope and processes of govern- 
ment regulation, and will highlight the 
importance of viewing economic 
regulation as one of a number of 
techniques that governments may 
employ to attain public policy objec- 
tives; and 

(ii) ‘‘specific studies’, which will 
receive the greater emphasis in the 
research program. The purpose of 
this latter group will be to examine 
the processes, effectiveness, benefits 
and costs of government regulation in 
greater detail by focusing on particu- 
lar statutes and on particular regulat- 
ed industries, firms and products. 
One specific study will attempt to 
evaluate the costs of compliance (at 
the level of the firm) with major feder- 
al, provincial and local government 
economic regulation. 


—-—— Cumulative amount 


Federal Regulatory Statutes 


EE Number enacted over the decade 


prel870 1870s 1880s 1890s 1900s 


1910s 


1920s 1930s 1940s 1950s 1960s 1970-78 


Source: Compiled by E.C.C. staff from the Canada Gazette. 


Telecommunications 


A study on_ telecommunications 
regulation will attempt to determine 
whether rapid technological change 
has shifted the natural monopoly 
boundaries in the telecommunications 
sectors, and what implications this 
might have for regulation. The study 
will also analyze broader policy issues 
in Canada in relation to other coun- 
tries: for example, the implications of 
government regulation of telecom- 
munications for industrial policies and 
the international competitiveness of 
the sector. Another issue to be stud- 
ied in the telecommunications field is 
that of the productivity of Canadian 
telephone companies. 


Health/Safety/Fairness/Information 
Regulation 

Attention is concentrated on two spe- 
cific areas. First, ‘two federal statutes 
and their provincial counterparts” 
Hazardous Products Act and Con- 
sumer Packaging and Labelling Act 
will be analysed. Second, the regula- 
tion of occupational health and safety, 
an area which has attracted much 
attention in recent times, will also be 
studied. 


Transportation 

Since a number of studies on trans- 
portation are underway outside the 
Council, the Council proposes to deal 
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only with the airline regulation aspect 
of this sector for the time being. It 
plans to ‘carefully assess’ the 
performance ... of Canadian airlines 
and offer practical suggestions for 
changes in public policy or regulation 
that might improve performance.” 


Environmental Protection 


The Council proposes a study which 
will look at the impact of environmen- 
tal protection legislation in selected 
industries, probably those of pulp and 
paper, petroleum refining (and 
exploration), non-ferrous metal 
mining and smelting, and coal (mining, 
and as an energy source). 


Agriculture Production and Sale 


The proposed study in this area would 
include several case studies of par- 
ticular agricultural commodities. The 
commodities ‘‘will be chosen to give a 
representative sample of types of 
regulatory policies, so as to permit 
comparative analyses.”’ The study will 
investigate the efficiency and distribu- 
tional impacts that different types of 
regulation haye, not only on the pri- 
mary sector, but also on processors, 
distributors and consumers. é 


1 Chairman, Economic Council of Canada: 
Regulation Reference: A Preliminary Report 
to First Ministers, Part lll: Research Agenda 
of the Regulation Reference. 


PUBLICATIONS OF THE ECONOMIC COUNCIL OF CANADA 
The Annual Review and Consensus Reports reflect the views of Council members unless otherwise stipulated. 


Studies reflect the views of the author and not necessarily those of the Economic Council. 


The above publications can be obtained through Printing and Publishing, Supply and Services Canada, Ottawa, K1A 0S9. 


Discussion Papers remain the sole responsibility of the author. They are avaliable In limited number in the language of 
preparation through the Information Section, Economic Council of Canada, tel. (613) 993-3591. 


FIVE DISCUSSION PAPERS 


No. 123, Jac-André Boulet, Gilles Grenier, Health Expendi- 
tures in Canada and the Impact of Demographic Changes 
on Future Government Health Insurance Program Expendi- 
tures (See Page 4). 


No. 124,S. Gera, P. Kuhn, An Econometric Analysis of Resi- 
dential and Job Location Behaviour in a Metropolitan Area. 


The paper analyses two single equation models designed 
to explain the residential location and job location behaviour 
of individuals living in a multi-centered metropolitan area (in 
this case the Toronto area). The authors find that workers 
tend to choose their residential area by availability or by 
preference rather than because of transportation or housing 
costs. 


Job location decisions of primary wage earners are 
influenced by earnings-maximizing considerations, while 
secondary earners put more weight on other factors, notably 
occupation, family size and age. 


No. 125, P. Someshwar Rao, An Econometric Analysis of 
Lébour Productivity in Canadian Industries. 


The major objectives of this paper include the identification 
of the industries which fall into high, medium and low produc- 
tivity groups, with special reference to individual manufactur- 
ing industries; an analysis of productivity growth and its 
impact on productivity relatives, over time, by industry; and 
an identification of the causes of productivity slow-down in 
the 1970s. Its findings in terms of these objectives are that 
both productivity and productivity growth rate variations 
among industries are quite large; that in spite of wide differ- 
ences in productivity growth, industry productivity relatives 
have almost remained constant over the periods in question; 
and that there was no structural break in the ‘70s. 


No. 126, D. B, Brooks, Economic Impact of Low Energy 
Growth in Canada: An Initial Analysis. (See page 1.) 


R. Preston, T. Schweitzer, J. Fortin, Fifteenth Annual 
Review: Statistical Documentation. 


This paper provides a more detailed tabulation of the 
results of the medium term simulations developed by the 
CANDIDE Model I|.2M for the Economic Council's Fifteenth 
Annual Review. In addition, the Introduction describes some 
of the major assumptions regarding the foreign and domestic 
environments which are incorporated as exogeneous inputs 
in the simulations. 


ERRATUM 


An error was made in the Table on Page v. of the Insert of 
the November, 1978 Bulletin, ‘‘Distribution of the Employed 
Labour Force by Industry, Canada, 1946 and 1977.” The 
average annual rate of growth of employment in the Goods 
sector was listed as -2.1 for both the Primary and Secondary 
sectors: both should, of course, read +2.1. 

% & 

Shaping the Future: Canada in the Global Society was the 
title given to a ‘“‘Conference and Fair’ held on the University 
of Ottawa campus from August 23rd to August 27th. Six (6) 
agencies, including the Economic Council of Canada, organ- 
ized the conference ‘‘to ... inform, interest, and excite 
Canadians about the challenges of the 1980s and beyond”’. 
The program was structured around five themes: “Culture, 
Society and the Individual’; ‘‘“Governance’’; ‘‘Science and 
Technology’’; ‘“‘Business and Labour’; and ‘“‘The Economy’”’. 
Among the speakers at the sessions were Thomas Berger, 
John Crispo, Paul Gérin-Lajoie, David Lewis, Ezra Mishan, 
Eduard Pestel and Eric Trist. The keynote address was given 
by Aurelio Peccei, Chairman and Founder of the Club of 
Rome. A transcript of the proceedings can be ordered from 
“Shaping the Future’, Box 9382, Ottawa Postal Terminal, 
Ottawa, Canada. Tel.: (613) 238-3804. The cost of a hardcov- 
er edition is $27.50 (Canada); $24.00 (U.S.). Softcover edi- 
tions are $20.00 (Canada); $17. (U.S.). The cost for institu-— 
tional buyers is $40.00 Please include $3.00 for postage and 
handling. 


BULLETIN 


is produced by the INFORMATION SECTION OF THE 
ECONOMIC COUNCIL OF CANADA and distributed 
free of charge. It does not necessarily reflect the 
views of Council Members. These articles may be 
reproduced without special permission. However, a 
credit would be much appreciated. 


If you would like to receive the BULLETIN or to obtain 
any additional information, please contact: 


Barbara Campbell, Editor 
Information Section 
Economic Council of Canada 
P.O. 527 
Ottawa, Ontario K1P 5V6 
or phone: (613) 993-1894 
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Following a decision by its mem- 
bers in June 1978, the Economic 


Council of Canada, in association with 


the Institute of Intergovernmental 
Relations at Queen’s_ University, 
decided to make its contribution to 
the debate on Confederation by 
assembling a group of 60 individuals 
from all walks of life and all regions of 
Canada to discuss a _ series of 
research studies. The analyses and 
conclusions presented in these stud- 
ies were the responsibility of the 
authors and did not represent the 
_views of the Economic Council of 
Canada. 


This workshop at Kingston, on ‘‘The 
Political Economy of Confederation’”’, 
and the summary of the proceedings 
published afterwards, present for 
consideration a series of documents 
dealing in turn with the economy, his- 
tory, and political science. This varied 
range of issues discussed during the 
workshop made it possible to provide 
better answers to questions raised by 
those Canadians for whom the cur- 
rent debate is based not only on eco- 
nomic data but also on other ele- 
ments such as language, culture, the 
workings of political institutions, etc. 


Institutional Crisis 

Two Queen’s University professors, 
Jeff Evenson and Richard Simeon, 
stressed that, ‘““We need to be clear 
about what the crisis (of Canadian 
federalism) is and, especially, what it 
is not. Most important it is not a crisis 
of the fundamental social and eco- 
nomic order of Canadian society. It is 
a political crisis — a crisis of govern- 
mental institutions.” 

Evenson and Simeon thus attribute 


the failure of the Constitution to two 
basic elements. 
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The first, in their opinion, is the 
inability of the central government’s 
institutions to represent and develop 
an efficient policy to meet regional 
aspirations. It is the inability of Parlia- 
ment, the Cabinet, the bureaucracy 
and the political parties to constitute 
a forum to represent and reconcile 
the various regional interests. 


The second element responsible for 
the constitutional failure is the inabili- 


ty of the mechanisms for federal-pro-. 


vincial relations to reconcile regional 
and national aspirations with/: federal 


and provincial interests. Ut hg 


\\ 
Economic Implications \~. by. 


Studies were not, strictly speaking, a 
comparative evaluation of the two 
scenarios used, federalism and sepa- 
ration. Instead, they conduct a careful 
examination of the effectiveness of 
the present system, and propose a 
series of improvements in the man- 
agement of the federal government’s 
fiscal and economic policies in the 
fight against regional disparities. 


_ Imperfect Picture of Reality 


‘However, as the Chairman of the 
Council stresséd at the opening of the 


Kingston Warkshop, although the 


econo ae arfalyses presented were 
care ly conducted by professional 


The series of economic studies BRL 0 sf \98bOriomists skilled in quantitative 
sented at Kingston were based on—-~~tethods, they must be taken as 


two scenarios: federalism and separa- 
tion. These studies attempted to 
evaluate the degree of control exert- 
ed by each of the four economic vari- 
ables that determine in large part the 
share of economic sovereignty or in- 
dependence that a province or coun- 
try possesses. These four variables 
are the tax and expenditure system, 
external trade, the monetary system 
and the agreements regulating the 
mobility of factors of production. 


One study, for example, determined 
for each of the ten provinces the 
“price’’ of fiscal autonomy. Another 
proposed a model for computing the 
costs and benefits of the Canadian 
customs union as it exists under the 
present system. 


Another document attempted to 
measure the extent of losses of jobs 
and the gains achieved by consumers 
in each of the provinces if the govern- 
ment eliminated the tariff protection 
now enjoyed by their industry. Two 


highly imperfect representations of 
reality. Some of the relevant facts 
cannot be uncovered by the current 
tools of economic analysis, powerful 
though they be. 


The Chairman referred to what 
Maynard Keynes called ‘‘the animal 
spirits’ of entrepreneurs and to the 
unpredictability of human reactions in 
crisis. These could play a key and not 
precisely analysable economic role in 
the event of separation. If capital was 
withdrawn in large amounts from 
Quebec by businessmen and others, 
the impact of employment and 
income in Quebec — and indeed in 
the rest of Canada — could be more 
significant than any economic factor 
analysed at the workshop. Equally, if 
independence liberated a spirit of 
dynamic co-operation within Quebec, 
as some Péquistes have argued, that 
could also be of dominating impor- 
tance. Ostry’s point was that there 
are dynamic factors whose impact is 
both potentially large and in practice 
unknowable. = 


Support Constitutional Status Quo 
Atlantic Leaders ‘Canadians First’ 


A survey conducted of leaders in 
the four Atlantic provinces by 
researchers at Queen’s University 
shows that 80 per cent of these East- 
erners feel they are Canadians first. 
While this does not necessarily trans- 
late into a lack of interest for their 
native province, the leaders of these 
four eastern provinces show a strong 
attachment to the constitutional 
status quo and would only accept cer- 
tain changes on the condition that 
they did not weaken a strong federal 
presence in Ottawa. 


Two Queen’s Professors, G. Rawlyk 
and G. Perlin, presented some of the 
results of this survey, namely, those 
drawn from the responses of a group 
of 51 influential persons in Nova 
Scotia. This strong sentiment of 
belonging to the Canadian nation may 
be explained by the fact that 69 per 
cent of this Nova Scotian sample 
believes that Confederation has bene- 
fited the province, compared with 16 
per cent who believe that it has had 
harmful effects. Furthermore, the 
majority does not blame Confedera- 
tion itself for the province’s economic 
decline, although some do support 
the opinion that the centralizing eco- 
nomic policies have retarded the 
province’s economic growth. 


Provincial Rights Secondary 

Concerning Ottawa’s comprehen- 
sion of Nova Scotia’s problems, opin- 
ions are fairly well divided: only 55 per 
cent believe that the federal govern- 
ment has actually understood the 
province’s problems. On the other 
hand, slightly over 70 per cent of the 
Nova Scotians questioned were satis- 
fied with the way in which Halifax 
made Ottawa aware of the province’s 
problems. It should be noted that 
many of the respondents to this 
survey, in speaking of Ottawa, made a 
clear distinction between the political 
and administrative capitals. Many 
believe in effect that the federal 
public service is ‘rather unsympa- 
thetic and hard to reach.” 


The authors of this survey comment 
thus on the reactions of their sample 


to various reform proposals: ‘‘Nova 
Scotia leaders were not overwhelm- 
ingly in favour of provincial rights.” 


While strongly confirming that they 
are Canadians first, these Nova 
Scotia leaders have no difficulty in 
defining the particular characteristics 
of their province. They see Nova 
Scotia as ‘‘a place where the rural 
character is still strong, and the pace 
of life slow enough to allow people to 
have time for one another and for the 
communities in which they live.” 


The negative aspects arise mainly 
from the province’s economic vulner- 
ability which, it is believed, has bred 
“fan inferiority complex, a dependency 
syndrome, slight paranoia and a loss 
of confidence and initiative.” 


When discussing the economic 
future of their province, Nova Sco- 
tians do not cite Ontario or the pros- 
perous Alberta as models to be 
copied. Several, on the other hand, 
expressed the opinion that the Scan- 
dinavian countries constitute a much 
better model for a province such as 
their own. Some also specified that 
“the standard of living of the wealth- 
ier provinces was not necessarily to 
be envied or emulated.”’ 


The Atlantic provinces’ dependency 
on federal equalization and transfer 
payments is a major preoccupation of 
the Nova Scotian leaders. They state, 
in effect, that this dependency “has to 
stop.’’ They agreed that ‘“‘the provin- 
cial economy is far too concentrated 
in the service sector, far too depend- 
ent on government money and not 
sufficiently productive.’’ What Nova 
Scotians seem to lack, in the eyes of 
those who form the province’s elite is 
entrepreneurial leadership and busi- 
ness expertise. “What is lacking is 
qualified and adventuresome entre- 
preneurs to accept the challenge.” 


The sample group that participated 
in the Queen’s survey was also ques- 
tioned on various possible reforms. 
The answers here again proved to be 
interesting. For example, a_ slight 
majority, 51 per cent, stated they 
were in favour of some regionalization 
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of administrative services, but 59 per 
cent were opposed to decentraliza- 
tion of jurisdictions. Nova Scotia’s 


eS 
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leaders are, in the final analysis, more — 


favourable to a proposal aimed at 
increasing the provinces’ influence on 
federal institutions and_ policies. 
Almost half, for example, are in favour 
of an active role for the provinces in 
the establishment of monetary poli- 


cies, and 57 per cent for the drawing — 
up of Canadian fiscal policy and the © 


federal budget. 


Finally, it was noted that, in the | 


eventuality of an independent 


Quebec, 89 per cent of those sur- — 


veyed were of the opinion that their 
province would have no other choice 
than to remain within Confederation. 


This refusal to consider the separa- © 
tion of their province is so obvious © 


that, as a ‘‘second choice,” only 20 
per cent would accept annexation by 
the United States as a last resort, and 
23 per cent, the creation of an Atlan- 


é i oa 
tic Union. & § 
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Proposal for 
Improve 


The drastic under-representa- — 
tion of some regions in Canada in — 


the caucuses of the two major 


political parties would best be 
remedied by a new federal elector- 
al system, according to W. P. Ir-— 


vine of Queen’s University. This in 


turn would strengthen the author-_ 


ity of the central government by 


providing it with a more repre-— 


sentative parliament. 


Irvine suggests that the present 


‘first-past-the-post”’ plurality elec- 
toral system should be replaced by 


a compromise between this system — 
and a proportional representation 
system. Future federal parliaments — 
would be composed of two types" 


of members: those representing 


constituencies, to be elected as at 
present; 


L 
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Rail Freight Policy and Western Provinces 


Little Basis for Criticism 


The existing freight rate system of the Canadian railways 
_ does not discriminate unduly against the Western provinces, 
_ according to a paper by K. H. Norrie of the University of 


_ Alberta. 


Norrie outlines the criticism directed by the Western region 
toward the rail freight policy of the 1967 National Transporta- 


tion Act. He examines the validity of this criticism, using as 


his major source of reference the pattern of freight charges 
found in the Waybill publications published by the Canadian 
gi ransport Commission. 


It is frequently argued by the Western provinces that their 


dependency on the railroads as a transportation system 


leads to their bearing a disproportionate share of railroad 


‘ 


_ fixed costs at the expense of the real incomes of the region’s 
_residents. However, Norrie finds that ‘‘the overall incidence of 


freight rates on the Western economies is apparently relative- 
ly low... About 70 per cent of all traffic shipped from the 


Electoral Reform 
Representation 


" and those representing provinces, to be elected from lists 
of candidates prepared by the political parties for each 


province. Introduction of the latter system, Irvine claims, 


would be such “‘that the overall composition of the parlia- 
ment would reflect as closely as mathematically possible 
_the distribution of votes among parties in each province.” 


This compromise system would eliminate the imbal- 
ances of the present system in which ‘“‘we find large blocs 


_ of voters in each province robbed of any representation at 
all.” Irvine cites examples of the distortions of the present 


system, such as the situation in P.E.I. in 1968, ‘“‘when 45 
per cent of the voters supported Liberal candidates with- 


out electing a single one of them’’; and in B.C. in the same 


year, when 1/5 of the voters supported P.C. candidates, 
again without electing any. He points out that “Quebec 
voters are not solidly behind the Liberal party: one in two 
votes for other parties.”” In both 1968 and 1974, for 
example, the P.Cs. received the second highest popular 


vote in Quebec, but only won about 1/4 as many seats as 
the less popular Social Credit Party. According to Irvine, 


the result of a situation in which ‘‘the West and Quebec 

seem single-minded in support of one political party” is an 

_ intensifying of regional cleavages and alienation. & 
SL 


Western region is moved at the lower rate categories.” The 
lowest rates of all, moreover, are found on Western products 
shipped under the “commodity non- competing category.”’ 
While this does not demonstrate that there is no discrimina- 
tory pricing, it does illustrate the danger of suggesting that 
“lack of a competing mode of traffic necessarily implies 
excessive charges by the railroads.” 


Freight Rates 
on Manufactured Products 


The Western region has also alleged that rates on west- 
bound manufactured goods are lower than on eastbound 
ones, making it difficult for Western producers to compete 
with Easterners. Norrie contends however, that Western pro- 
ducers of manufactured goods ‘“‘apparently have access to 
eastern markets at rates lower than their eastern counter- 
parts do to markets in the West.” In fact, ‘“‘the lowest rates 
for originating manufactured goods are those shipped from 
the four Western provinces, with those from the Maritimes 
following closely, and the rates from Quebec and Ontario 
being substantially higher.” 


Norrie adds, however, that while the Prairies appear to get 
relatively favourable rates on exported manufactured goods, 
they pay higher rates on processed imported goods than do 
the provinces of Quebec, Ontario and British Columbia. This 
situation, it can be argued, provides a form of natural protec- 
tion for industries servicing the local market. 


Norrie also queries the Western contention that significant- 
ly lower rates exist for the export of raw materials than for 
processed products, viewed by the West as a factor inhibiting 
the development of their processing industries. Norrie’s find- 
ings indicate that ‘‘there is no obvious tendency for rates on 
raw materials to be consistently lower than those on manu- 
factured products.’’ He finds considerable variation in this 
area, with some of the western figures lower than the Quebec 
and Ontario ones, and some, such as the rates on forest 
products, higher. 


Norrie notes that there is a bias in favour of the raw 
materials rather than the finished product in the case of 
rapeseed versus rapeseed products and feedgrains versus 
meat products as the Western provinces contend. He argues, 
however, that in these cases, the low statutory rates imposed 
upon rapeseed and feed grains favour Western farmers. 
Removal of these rates would result in lower incomes for the 
Western producers. Thus “the tradeoff is largely an internal 
one within the region, rather than between regions, as is 
sometimes alleged.”’ & 


In a Clearcut Separation Scenario 
Only Ontario would Improve Standard of Living 


One way of measuring the advan- 
tages that each of Canada’s five 
major regions would draw from the 
present federal system — a type of 
Customs Union — is to calculate the 
adjustments required to maintain a 
region’s standard of living at its 
present level in the eventuality of 
straightforward separation. 


A Council economist, Tim Hazel- 
dine, determined the drop (or rise) in 
aggregate consumption for each of 
the five major regions if they were to 
separate, having accounted for the 
adjustments required to: 


- maintain employment at the same 
level as that prior to separation and 


- maintain the balance of payments, 
as a proportion of the regional GDP, 
at the same level as Canada’s before 
separation. 


The adjustments could take the 
form of a devaluation (or revaluation) 
of the separated region’s new curren- 
cy, or a cut (or increase) in wage 
rates. 

The results for the country’s five 
major regions follow. 


- In British Columbia, total con- 
sumption would drop by three-fourths 
of a billion 1974 dollars, representing 
a 4.6 per cent fall in the region’s 
standard of living. Moreover, a 6.5 
per cent devaluation of the new cur- 
rency and a 1.7 per cent increase in 
wage rates would allow the balance of 
payments to reach the required pro- 
portion of 2 per cent of GDP and 
maintain employment at its 1974 
level. 


- In the Prairies, which are now 
registering a large surplus in their bal- 
ance of payments — 14 per cent of 
regional GDP in 1974 — a 5 per cent 
revaluation of the currency combined 
with a 4 per cent drop in wage rates 
would constitute probable adjust- 
ments, in the author’s opinion, for 
absorbing the impact of separation 
on employment and the balance of 
payments. Consumption in this region 
would fall by 1.2 per cent in terms of 
1974 prices. Special circumstances in 
the Prairies mean also that even this 
loss, with proper policy precautions, 
could be avoided. 


- Ontario is in fact the only region 
which, in a straightforward separation 
scenario, would see its consumption 
increase, and in fairly large propor- 
tions. In 1974 prices, total consump- 
tion in this province would rise by 
almost $2.4 billion, or 5 per cent. In 
addition, Ontario had a surplus equal 
to 8 per cent of its GDP in 1974, of 
which $1.25 billion was _ directly 
attributable to duty-free exports to 
the rest of Canada. As this advantage 
would disappear in the straightfor- 
ward separation hypothesis, the prov- 
ince would have to revaluate its cur- 
rency by 7 per cent and suffer a 3.5 
per cent drop in wage rates. The 
author believes that these adjust- 
ments would probably be accom- 
panied by a drop in employment in 
the manufacturing sector but a rise in 
the employment in the construction 
and services sectors. 


- Quebec, even before separation, 


eet 


shows a deficit in its balance-of-pay- 
ments equal to approximately 2.5 per 
cent of its GDP. The separation sce- 
nario would double this deficit, 
making necessary, in the author’s 
view, a 9.3 per cent devaluation of the 
new currency and a 0.6 per cent drop 
in wage rates to bring Quebec’s trade 
balance to a level close to the neces- 
sary surplus of 1 per cent of GDP. Mr. 
Hazeldine adds that the cost of this 
move would be a $1.5 billion or 
almost 5 per cent, drop in real | 
consumption. 


- The Atlantic provinces are 
already in the grips of a deficit of 
about 40 per cent of their Gross 
Domestic Product in 1974. A 30 per 
cent devaluation of the new currency 
would eliminate the largest part of the 
deficit and employment would 
increase by 13 per cent. Despite this, 
real consumption would decrease by 
close to 24 per cent. & 


10 per cent Increase 


in Food Prices 


Two Council researchers, Mr. Lud- 
wig Auer and Miss Kathy Mills, found 
that without the tariffs granted to 
Canadian producers, the price of food 
would be 10 per cent lower and cloth- 
ing prices would drop by 20 per cent. 
This reduction, according to Auer and 
Mills, would have made it possible for 
the average urban family in 1974 to 
save about $500. 


These savings on purchases of food 
and clothing, that would have resulted 
from abolition of Canadian tariffs on 
these two types of products, would 
notably have helped to reduce by 
approximately 25 per cent the pro- 
portion of Canadians living below the 
poverty threshold. 


These data form the results of a 
study on “regional implications of the 
tariffs on manufactures.’”’ The authors 
believe that the tariffs imposed on 
food and clothing alone add $2 billion 
to consumer’ expenditures and 
increase the number of Canadians 
living below the poverty line by 350,- 


000. The main purpose of these tariffs © 
is temporarily to safeguard 180,000 
jobs in the affected industries. Even 
by subtracting the $453 million that 
the government collects in customs 
duties, it still costs $1.93 billion to 
maintain these 180,000 jobs, or 
$10,000 per employee. 


The studies by Ludwig Auer and 
Kathy Mills also point out important 
differences that exist in the various 
regions’ degree of dependence on 
these tariffs. General abolition of all 
Canadian tariffs would cause a tem- 
porary loss of 275,000 jobs and lower 
gross income by $23 billion. The jobs 
lost in Quebec would represent close © 
to 20 per cent of the manufacturing - 
sector compared with a loss of 14 per | 
cent in Ontario and an average of 
15.3 per cent for the rest of Canada. 
The drop in employment for all the 
goods producing industries would be 
approximately 12.7 per cent in- 
Quebec, 9.7 per cent in Ontario and 
an average 8.6 per cent in the rest of — 
the country. $ 


In Seven out of Ten Provinces 


Fiscal Autonomy Would Cause Soaring Taxes 


Under a system of full fiscal autono- 
_ my, some provinces would find them- 
_ selves with budget surpluses while 
_ others would be faced with deficits to 
: be financed. This results from the fact 
_ that all provinces do not necessarily 
_ receive an amount of federal govern- 
_ ment expenditure exactly equal to the 
amount of taxes levied within their 
_ borders by the central administration. 
For example, in 1974-75, Quebec 
received $2.2 billion more than it 
would have if its share of federal ex- 
 penditures had been equal to its 
_ share of taxes. Conversely, Ontario 
received $3 billion less than its share 
of taxes would normally have pro- 
a vided. 
} s 


A Council economist, Anthony 
_ Glynn, thus measured to what extent 
_ each of the ten provinces would have 
i to change its fiscal burden in order to 
4 ‘maintain the same level of services 
4 for its population under a system of 
_ fiscal autonomy. In general, the total 
- fiscal burden of residents of Prince 
_ Edward Island would have to increase 
by 102 per cent while at the other 
extreme that of Ontario residents 
would drop by 16.4 per cent. In 
Quebec, the increase in the fiscal 
burden would be approximately 20 
per cent. Only three _ provinces, 
— Ontario, Alberta and British 
_ Columbia, could cut their taxes while 
all other provinces would have to 
‘ increase theirs. 


~ 


_ Anthony Glynn constructed four dif- 
; ferent scenarios corresponding to 
_ four methods of financing deficits or 
- recuperating surpluses. 


1: If the net deficits had to be 
financed solely through personal 
_income taxes, some provinces would 
_ have to increase their taxes in propor- 
tions ranging from 15.7 per cent for 
_ Manitoba to 342.8 per cent for Prince 
_ Edward Island. Quebec would have to 
implement an increase of 46.5 per 
cent for personal income tax. On the 
other hand, three provinces could 
provide the same quality of service by 

reducing income taxes, by 25 per 
cent in Alberta, 29.7 per cent in Brit- 
ish Columbia and 39 per cenit if 
_ Ontario. The author believes that ‘‘the 


very magnitude of the resulting tax 
increases in the Atlantic provinces 
and Quebec make it extremely un- 


likely that such a scenario would be 
used.” 


2: A second scenario assumes 
that the deficit (or surplus) would be 
shared equally between income tax 
and sales tax. The results show that 
while this scenario halves the increase 
in personal income tax, the resultant 
increase in sales tax is unreasonably 
high. Sales tax would in fact rise by 
50 per cent in Quebec and drop by 
the same proportion in Ontario. 


3: Another scenario assumes that 
the deficits or surpluses would be 
equally shared between three sources 
of fiscal receipts: personal income 
tax, sales tax and corporate income 
tax. Here again the three provinces of 
Ontario, Alberta and British Columbia 
would benefit from major reductions 


in their fiscal burden while the Atlantic 
provinces, Quebec and Saskatche- 
wan would have to increase their per- 
sonal income tax by more than 12 per 
cent, corporate income tax by more 
than 57 per cent and sales tax by 
more than 23 per cent. 


4: Finally, the author assumed in a 
fourth scenario that deficits or sur- 
pluses were spread over all taxes 
available in each province. He found 
that if the various provinces chose 
fiscal autonomy, seven would have to 
increase their general level of fiscal 
burden: 74.7 per cent in Newfound- 
land, 102.1 per cent in Prince Edward 
Island, 33.5 per cent in Nova Scotia, 
40.8 per cent in New Brunswick, 19.8 
per cent in Quebec, 64.2 per cent in 
Manitoba and 12.2 per cent in Sas- 
katchewan. Three provinces could 
reduce their taxes by: 16.4 per cent in 
Ontario, 6.3 per cent in Alberta and 
12.2 per cent in British Columbia. & 


The ‘Cost’ to Quebec of 
Federal Services Takeover 


The takeover by the Quebec gov- 
ernment of regionalized federal ser- 
vices and the repatriation to Quebec 
of unregionalized services — head 
office functions —- now provided by 
Ottawa could result, according to 
various scenarios, in an increase of 
$614 million in public spending or a 
decrease of $92 million. In Quebec, 
this would translate into a possible 
increase of $311 (20 per cent) or a 
saving of $46 per family unit. 


A Council economist, Baxter Mac- 
Donald, constructed three scenarios 
in which all services now provided by 
the federal government would be 
transferred to the sole jurisdiction of 
the Quebec government. 


In the first scenario, MacDonald 
assumes that Quebec would provide 
completely different services from 
those provided by the federal govern- 
ment, with no resulting opportunity 
for integration. In this case, the cost 
of repatriation of all federal services 
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to Quebec’s jurisdiction and particu- 
larly the cost of setting up unregional- 
ized services now located outside the 
province would represent a_ total 
increase, with equal quality of service, 
of $614 million. 


If we also assume that the Quebec 
government maintained exactly the 
same level of services without achiev- 
ing any economies of scale through 
the combining of certain: federal and 
provincial services, the cost of trans- 
fer would be on the order of $359 
million, an increase of 11 per cent in 
government spending per family unit. 


However, when we_ take _ into 
account the possible economies of 
scale resulting from combination of 
federal and provincial services, under 
the best possible conditions, Quebec 
taxpayers would achieve savings on 
the order of $92 million. All these 
savings would originate from the inte- 
gration of already regionalized ser- 
vices. $ 


A “Stabilization Fund” Would Benefit Regions 


Two professors at the University of 
Montreal, Robert Lacroix and Yves 
Rabeau, propose a rearrangement for 
stabilization policy that would make 
maximum use of the provinces’ exist- 
ing technical capacity for intervention, 
that would retain the federal govern- 
ment’s coordinating role and that 
would prevent provincial interventions 
from having indirectly negative effects 
on the economies of other provinces. 

In a study on “‘Economic Stabiliza- 
tion and the Regions’, the authors 
stress the magnitude of the Canadian 
dilemma with respect to stabilization 
policies: in effect, it is the federal gov- 
ernment that has responsibility for 
contracyclical policies and which also 
has the necessary resources to carry 
out their implementation. The provin- 
cial governments, for their part, do 
not have access to the central bank 
and the autonomous part of their 
revenue is much lower than that of 
the federal government. But it is the 
provinces that appear to be best 
equipped to launch a_ sufficient 
volume of public expenditure, particu- 
larly on non recurrent spending, 
which therefore does not contribute 
to long term expansion of the public 
sector. 


Answer to Regional Needs 


“Utilisation of the fiscal lever avail- 
able to the provinces for purposes of 
stabilization based on federal financ- 
ing would make it possible to sidestep 
the problems faced by the central 
authorities in the area of stabilization 
instruments, as well as to meet the 
need for a regionalized stabilization 
policy in Canada.” 

The authors fee! that income redis- 
tribution policies between regions and 
individuals through various forms of 
transfer payments have merely redis- 
tributed demand without redistribut- 
ing employment or reducing impor- 
tant unemployment rates. 

Lacroix and Rabeau therefore 
recommend the creation of a ‘“‘Stabili- 
zation Fund” that would be made 
available to the provincial govern- 
ments to finance their capital forma- 


tion expenditures for purposes of sta- 
bilization and would be_ entirely 
financed by the federal government. 

Access to the Fund by the prov- 
inces would be controlled by a 
method related to economic indica- 
tors and calculations of the impact of 
capital expenditures on employment 
and output. This mechanism therefore 
assumes that the provinces and cen- 
tral government would keep close 
tabs on the growth of the economy 
and would make predictions on turn- 
ing points in the economy as well as 
the duration and magnitude of reces- 
sions. 

Once this diagnosis was drawn up, 
the federal government, through an 
arrangement with the provinces, 
would set objectives for the stabiliza- 
tion policy in terms of economic 
indicators such as the creation of a 
certain number of jobs in Canada and 
their regional distribution. Following 
this, the capital expenditures required 
in each region would be computed. 

The transfer payments for stabiliza- 
tion would constitute subsidies for 
financing capital expenditures. The 
two levels of government would have 
to agree on a fairly precise list of 
projects ‘“‘eligible’ for the fund. It 
would obviously be necessary to 
ensure that the federal funds did not 
finance unnecessary public works. 


A List of ‘Eligible’ Projects 

Among the types of public works or 
capital expenditures whose _ social 
return could justify the transfer of fed- 
eral funds, the authors note in 
particular: 


— the construction of transporta- 
tion facilities; 

— the development of infrastruc- 
tures for industrial purposes; 

— the part of capital expendi- 
tures paid by the state for 
reconversion of an industrial 
sector; 

— antipollution equipment; and 

— the construction of infrastruc- 
tures helping to produce 
energy. 


Finally, the authors point out that 
some federal transfers to the poorest 
provinces are now used to finance the 
current expenditures of the provincial 
governments. Transfers to house- 
holds involve flights of funds to other 
provinces, particularly Ontario, and 
thus have no restructuring effect. The 
status quo favours the wealthiest 
provinces over the long term and 
undoubtedly explains why they agree 
without too much complaint to par- 
ticipate in this process of regional 
redistribution of wealth. 


“Since the stabilization fund would 
also have restructuring effects over 
the medium and long term, it would 
help to reduce the comparative - 
advantage now enjoyed by Ontario. In 
addition, since transfers are aimed at 
financing capital formation expendi- 
tures, flights of funds to other prov- 
inces would be fewer.” 

The authors point out that such 
policies would not have a truly lasting 
effect on employment through pro- 
ductivity unless wages in the under- 
privileged regions continued to rise at 
a slower rate than in other regions, 
despite the fact that the unemploy- 
ment rate had abandoned past 
trends. “Concerted action by the 
major social partners is therefore 
essential to the success of such a 
policy,”” Lacroix and Rabeau claim. @ 
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Between Francophone and Anglophone in Montreal 


| In 1961 anglophones in Montreal earned 51% more on Boulet finds that differences in age, number of weeks 
|average than did their francophone counterparts. By 1977, worked, level of education, occupation, ethnic origin, citizen- 
‘however, this disparity in earnings between the two groups ship status, marital status and type of employment accounted 
ihad diminished to only 15%. During the same period the for only a small part of the disparities between anglophones 
idivergence between the average earnings of allophones and francophones in 1961 and 1971. Instead, Boulet explains 
‘(those whose mother tongue is neither English nor French) the major divergence in earnings between the two groups by 
}and anglophones also decreased, from 53% to 23%. the fact that there is a disproportionate representation of 
francophone workers beneath ifi i 
In a paper for the Economic Council’, Jac-André Boulet (alan $5,000 in 1961, SOGRO Tih one giao 


outlines the evolution of the inter-linguistic disparities in 1977); and an under-representation of francophone workers 
}earnings among male workers in the Montreal metropolitan above this threshold 


‘zone from 1961 to 1977. In addition, he analyzes the factors 
|which might account for these disparities, using data from the 


fore by Pr ie ve at ae! en ud of th “Univer i ‘ ences in the characteristics of the workers at the level of the 
es ESAT Oland Benaucor pen wre say 30 labour market as a whole, given the particular nature of the 


Montreal. ft _. \ Montreal market. In effect, the market must be sub-divided 


Consequently, Boulet argues, it is not sufficient to apply the 
traditional approach of relating earnings disparities to differ- 


[ .of 2% \%i x | instead into two groups of workers; those below a specified 
ek Ey __; earnings threshold with no disparities in earnings; and those 
| ee &// above the.same threshold, with higher earnings. 
‘Francophone Gains Wg SY / Boulet notes that the questions to be determined in on- 
| = ny F going work in this subject include the extent to which the 
irae, characteristics of the francophone and anglophone workers 
When Boulet analyzes this evolution by income-from-work below the threshold are equivalent (i.e., the extent to which 
bracket he finds that relative gains were achieved by franco- the disproportionate representation of francophones is 
phones during the period in question at all levels of earnings, economically ‘‘reasonable’’); and the extent to which the 
but particularly at the upper levels. He observes, for instance, disparity in average earnings of those above the threshold 
that in 1961 the average earnings of anglophones in the top can be explained by the difference in the characteristics of 
20% earnings bracket were 76% greater than the average the workers in the two major linguistic groups. The answer to 
earnings of francophones in the same category; but that this these questions, he maintains, will provide greater insight 
disparity narrowed to 50% in 1970 and to 19% in 1977. into the causes underlying the observed, but diminishing 
Similarly, examination of 15 percent of the combined group disparity in earnings between the two groups. * 
of anglophones and francophones with the highest earnings, pol can she a ta te 
reveals that while, in 1961 only 44% were francophone, this soe ae eee ee tT ee ae Maneatis 196 s- 1977, Discussion 
proportion had grown to 70% by 1977. At this rate, according Paper No. 127. 


to Boulet, francophones would have achieved proportional 
equity among the highest paid workers by about 1982. 


- Precise analysis of the possible origins of the observed INSIDE 
disparities was not possible on the basis of the 1977 data 
because of the smaller sample size. However, these data 
provide useful up-to-date information on the linguistic con- 
figuration of the Montreal market and on the average earn- 
ings of each of the groups. According to these data, bilingual 
francophones ranked second in earnings (compared to fourth 
in 1961), 11% behind bilingual anglophones. Unilingual anglo- 
phones, on the other hand, ranked fourth (compared to @ A six page insert on the changing role of the 
‘second in 1961), just behind bilingual allophones (who were Economic Council. 

ranked third in both years.) 


& An interview with Council Members Kalmen 
Kaplansky and Gérard Dion... p.3 


@ A newly-released Study on the regional varia- 
tions of productivity ... p.5 


In Canada and Abroad 
Jobs, Women and Welfare 


Score a first for a staff member of 
the Economic Council! The Paris 
based Organisation for Economic 
Cooperation and Development has 
just published a study, Manpower and 
Employment, Problems and_ Pros- 
pects, by R. A. Jenness, currently 
Senior Policy Adviser to the Chair- 
man. The study was submitted as 
background documentation to an 
OECD experts meeting on “Structural 
Determinants of Ernployment and 
Unemployment” in March 1977. It is 
the first study by a Canadian econo- 
mist ever published by the OECD. 
Jenness, a senior Council staff 
member since 1973, directed the last 
three Annual Reviews, and before 
that the Council study People and 
Jobs, and has a long time history with 
the federal government including five 
years as Director of Planning and 
Evaluation for the Department of 
Manpower and Immigration. 


A Review of Manpower 
Policies 


The study reviews the manpower 
policies followed in the main OECD 
countries, including Canada, and 
relates these to their education, their 
insurance programs, income security 
and unemployment, and to labour 


market problems likely to develop in 
the 1980s. In most western European 
countries manpower policies are 
administered through a mixture of 
public and private intervention, such 
that employers through their associa- 
tions, or as a result of regulations, 
surtaxes or some variant thereof, are 
directly involved and_ responsible, 
along with unions, for the administra- 
tion and funding of most manpower 
policies. By contrast, in Japan’s mod- 
ernized industrial sector, employers, 
as part of the reciprocal lifetime com- 
mitments with their employees, bear 
virtually all of the costs of occupation- 
al training and mobility, and of keep- 
ing unemployment rates low. At the 
other extreme, in Canada almost all 
manpower initiatives involve govern- 
ment programs that are funded from 
general tax revenues. 


Female Participation 

A hallmark of the 1960s and early 
1970s has been the shifts in family 
expenditures patterns away from 
manufactured products and _ food- 
stuffs towards personal services and 
travel or towards collective goods 
such as education and hospital and 
medical services. It has also coincid- 
ed with increasing participation of 
women in the work force throughout 


STUDENTS IN HIGHER EDUCATION UNDER AGE 25 YEARS 
PROPORTION OF FEMALES 
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Source : OECD; Educational Statistics Year Book, Volume II, Paris, 1975. 


the OECD area. The increasing role of 
women has undoubtedly broadened 
their opportunities, and contributed 
to rising family incomes. But not with- 
out sacrifice. Jenness cites a 
UNESCO report that shows that, 
when both housework and childcare 
are included as work, a _ wage- 
employed wife toils about 3 hours per 
day longer than a wife who stays 
home and over 1 hour per day longer 
than do employed men. Moreover, 
males still enjoy preferential treat- 
ment not only in employment and 
wages but also in their prior educa- 
tional opportunities. In Norway, the 
United Kingdom, Germany and Japan 
less than 40 per cent of students in 
higher education are women. In 
Canada women represent close to 
half of all post-secondary students, a 
higher proportion even than in the 
United States. 

OECD countries have enjoyed over 
the past two decades, industrial pro- 
ductivity increases of over 4 per cent 
annually. But taking account of the 
growing service-orientation in family 
expenditures it is not at all clear that 
their own demands for manufactured 
goods will grow fast enough to keep 
pace with their growing labour forces. 
If this is so, the implication is that 
most OECD nations including Canada 
will have to broaden their reliance on 
international trade and look to wider 
markets for their industrial output. 
Jenness concludes that with the evo- 
lution to service-oriented economies, 

increasing numbers of the labour force 
will have non-permanent jobs, either from 
their own inclinations, the dictates of con- 
sumer demand, or simply the competitive 
pressures of wage costs. As basic wage 
rates rise, it will pay entrepreneurs to use 
part-time help, or to lease workers in order 
to avoid the overhead costs of regular 
employees... services cannot be stockpiled 
as can material goods, and many demands 
for services involve daily, weekly or sea- 
sonal peaks or troughs which in turn result 
in corresponding ebbs and flows of jobs... 

Who winds up in these ‘‘secondary 
jobs’? Usually those with the least 
bargaining power in the labour 
market, the least interest in a perma- 
nent career, or the least qualified. & 


Council members Kalmen Kaplansky and Gérard Dion both 
| agree that ‘while conflict is at the core of industrial relations, 
so is cooperation.’”’ They see both elements as having a part 
to play in the resolution of labour/management problems, 
and they are reasonably optimistic that a resolution is possi- 
ble. In the words of Kalmen Kaplansky, ‘‘men of good will on 
both sides have to seek solutions.” 


Kaplansky, who has been Director of the Canada Branch of 
the International Labour Office since 1967, observes that 
there will always be some conflict between management and 
labour, ‘‘between those who give orders... and those who take 
orders.”’ He asserts that ‘“‘we have to live with it... just-like any 
other aspect of human relations, like family life, like political 
life.’’ He sees the object of industrial relations as a process of 
minimizing the adverse effects of this inevitable conflict. He 
adds that: 


Part of the problem is the expectation of instant miraculous solu- 
tions and a refusal to recognize that conflict is an inevitable fact of 
industrial life. Instead, we should recognise that labour-management 
relations are, in part, based on diversity of interest. Our task is to 
find solutions that will minimize that diversity and improve the nego- 
tiating climate. 


Gérard Dion, a priest and a professor in the Department of 
Industrial Relations at Laval University, cautions against 
using value judgements and emotive words when discussing 
industrial relations. He decrys the use of such terms as 
“excessive wage demands’, observing that what appears 
excessive to one group may not to another. Dion notes that 
while the situation in Canada may not be perfect, it is better 
than most. “I don’t like our system very much” he comments, 
“but really, | don’t Know of one that is better.” 


“Men of good will on both 
sides have to seek 
solutions” 

Kalmen Kaplansky 


Collective Bargaining 


Both members feel that the Canadian system of collective 
bargaining works relatively well. Dion points out that here in 
Canada, unlike in most European countries, negotiations for 
a collective agreement take place at the plant level, which 
allows for ‘‘the participation of the rank and file in the 
negotiations and also... in the control of the application of the 
agreement.” According to Kaplansky, collective bargaining 
should not be regarded with suspicion, since it represents an 


attempt to “‘constitutionalize” conflict between management 
and labour. He adds, 


Some people think that because we have occasional strikes, the 
system has collapsed. (On the contrary)... by preserving the right to 
strike, which means the right to withdraw labour openly...we regulate 
conflicts in terms of law and national practice. 


“| don’t like our system 
very much, but | don’t 
know of a better one” 
Gérard Dion 


Council’s Role 


Both men agree that the Economic Council has an impor- 
tant role to play as a forum in which individuals with diverse 
views can discuss the major issues from a variety of perspec- 
tives. In Abbé Dion’s opinion, the Council could be most 
useful in helping to define such issues as that of the quality of 
working life and how it can be improved. He sees the Coun- 
cil’s role as informer and educator as one of great 
importance. 


Quebec Labour Issues 


According to Gérard Dion, who is editor of the bilingual 
quarterly Relations Industrielles —— Industrial Relations, 
labour issues in Quebec differ both in structure and in their 
emphasis on ideology from those in the rest of Canada. He 
explains that Quebec has a greater concentration of bargain- 
ing at the provincial level than is the case elsewhere: for 
example, the provincial government bargains as employer on 
behalf of schools and hospitals; negotations with civil ser- 
vants and with the construction industry also take place at 
the provincial level. As a result there is more government 
involvement in the field of industrial relations in Quebec than 
in the other provinces. Dion feels that this leads to more 
problems in negotiations between the groups in question 
than would be found in a system where negotiations are 
fragmented. 


In conclusion, both Council members agree that while 
“every year is a test year’ between management and labour, 
both groups should agree on the objective of maintaining a 
strong competitive economy in Canada. As Kalmen 
Kaplansky put it: “All Canadians should have a sense of 
national purpose in this country. There is no difference in the 
degree of patriotism or dedication between working people 
and management. The basic issue is that within this frame- 
work, how do you divide the national pie?” & 


Low Energy Future Feasible 


Investment in energy conservation 
programs would benefit Canada more 
in the short-term than equivalent 
investments in new energy producing 
facilities, according to a paper fea- 
tured on page one of the February 
Bulletin.’ In Part Il of the same paper, 
David Brooks argues that over a long- 


term period this is also the case. He Avail- Re- Avail- Re- Avail- — Re- 
maintains that ‘given the simulation able quired % Diff. able quired % Diff. able quired % Diff. 
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out demanding major lifestyle adjust- 


INITIAL COMPARISONS OF SIMULATED SUPPLY AND DEMAND 
FOR CAPITAL AND FOR LABOUR, 1975 TO 2025* 


Machinery & Equipment 
Capital 
(million 1961$) 


Labour 
(million workers) 


Construction Capital 
(million 1961$) 


*Comparison made prior to detailed analysis of conservation opportunities in industrial use of 


ments on the part of Canadian 
households.”’ 


Using the Statistics Canada long- 
term simulation model - LTSM — for 
looking ahead to the year 2025, 
Brooks investigates ‘‘the implications 
of an economy experiencing slightly 
negative growth in energy consump- 
tion, other things being equal’. The 
economy that is consequently depict- 
ed is one of slow growth, with popula- 
tion projected to increase by about 
40%, and per capita GNP expected to 
grow by about 80% to the year 2025. 


Results Simulation 


Looking at the results of the LTSM 
run, Brooks observes that 


from the point of view of this study per- 
haps the most important result is that this 
run of the LTSM did in fact run. No energy 
values were so remote nor were any eco- 
nomic inconsistencies so great that the 
model refused to deal with them. An 
economy, albeit one with some problem- 
S...was successfully projected. This was 
the case “‘even though there has been a 
33% reduction in per capita energy con- 
sumption and a 60% reduction in the ratio 
of energy consumption to GNP. 


Brooks makes a number of obser- 
vations based on the results of this 
simulation, largely using the model 
output for the year 2025. He finds, for 
example, that 


- both the absolute expenditure and 
the share of total consumer expen- 
diture spent directly on energy drop 
sharply — the former by nearly 
50% and the latter by about 75%. 


energy. 
Source: Results of the LTSM Run. 


The major source of this change, 
according to Brooks, lies in the shift 
in the composition of final demand. 
‘“‘In other words,” he asserts, ‘‘the 
efficiency gains and shifts in con- 
sumption patterns are more impor- 
tant than low economic growth.” 


- average annual growth rates of 
industrial output lie between 1.5% 
and 2% per year, with lower rates 
for construction and the primary 
sector. Total industrial output 
increases by 100% over the 1970 — 
2025 period. The share of the pri- 
mary sector in output and employ- 
ment falls by nearly 20%, and that 
of construction by 35%, but shares 
of each of the other major sectors 
(nondurable manufacturing, dur- 
able manufacturing, services) grow 
by about |0%. 


- total demand for labour nearly 
doubles, from 7.1 million to 14.1 mil- 
lion. All sectors except construction 
(which does not grow at all) show 
continued but declining growth in 
the rate of employment, with the 
biggest relative gains registered by 
the service sector (growth of 130%) 
and the smallest by the primary 
sector (growth of 60%). 


- an increasing surplus of capital 
and labour peaks in 1990, followed 
by a_ slowly declining surplus 
through about 2025, after which a 
deficit appears for both capital and 


labour. While the appearance of a 
capital/labour surplus is alarming, 
Brooks argues that it may be mini- 
mized by such factors as ‘‘short- 
term energy-conserving, employ- 
ment-generating programs.” In 
addition, he suggests that the 
economy is likely to approach a 
low-energy growth path more 
gradually than is assumed in the 


model. 
- total investment grows hardly at 


all in absolute terms. Businessin- 
vestment falls, and there is a sharp 
decline in the annual investment in 
residential construction. Govern- 
ment investment grows at a steady, 
though declining, rate. 

- something more than a doubling 
of industrial energy efficiency will 
be required over the next fifty years 
in order to meet the levels of indus- 
trial energy demand projected in 
the model. Brooks does not see this 
to be an impossible target, noting 
that each of the major consuming 
industries anticipates major effi- 
ciency gains, and hence “there is 
good reason to assume that an 
average improvement in energy ef- 
ficiency of 1% a year, which is 
about what is required, is quite 
within reach.” $ 


'Discussion Paper No.126, D.B. Brooks, Eco- 
nomic Impact of Low Energy Growth in 
anada: An Initial Analysis. 
See also Bulletin, Vol.3, No.1. page 1. 


David Brooks is presently the Co-ordinator of 
Energy Probe 


Regional Variations in Productivity 
Worker Output is Determining Factor 


Output per worker is below average 
in the Atlantic Region, Quebec and 
Manitoba, but above-average in 
Ontario, Alberta and British 
Columbia. This factor, and not a 
faulty industrial structure, accounts 
for most of the regional differences in 
labour productivity, according to Dr. 
Ludwig Auer of the Economic Council 
of Canada.' 


Auer finds that provincial variations 
in industrial structure account for only 
about 20% of the disparities in levels 
of labour productivity. Such structural 
weaknesses that do exist can be 
traced to the goods-producing indus- 
tries. In Prince Edward Island, for 
example, the predominance of 
agriculture, which is relatively low in 
productivity, and the absence of 
manufacturing, which is relatively high 
in productivity, lower labour produc- 
tivity by 35%. On the other hand, Auer 
finds that (contrary to popular belief) 
the industrial structure of the goods- 
producing industries in Quebec is 
quite well-balanced. He _ asserts, 
moreover, that a good part of the 
lower provincial productivity perform- 
ance among Quebec’s manufacturing 


industries does not come from a weak 
industrial structure, but from below- 
average output per worker in 
individual industries. 

Auer ascribes 80% of the sizeable 
regional variations in labour produc- 
tivity to variations in output per 
worker in each industry. These differ- 
ences result from a number of con- 
tributory factors, including quality of 
the workforce, capital per worker, and 
management and technology. 


Labour Quality 

Labour quality, particularly higher 
educational attainment, raised the 
level of productivity performance in 
British Columbia, Alberta and 
Ontario. Significantly, in all provinces 
where educational attainment was 
below the Canadian average — that 
is, in the Atlantic provinces, Quebec 
and Manitoba - output per worker 
was also below average. 


Capital per Worker 


The variations in capital per worker 
were not nearly as closely related to 
provincial variations in labour produc- 
tivity as were variations in labour 
quality. A lack of capital contributed 
to a below-average performance in 


Quebec and Prince Edward Island, 
but in most provinces capital stock 
per worker was adequate and even 
plentiful. In fact, Auer finds that in 
some of the Atlantic provinces capital 
in manufacturing appears to be 
invested beyond the point of ade- 
quate market returns. Consequently, 
he argues that “‘one cannot expect 
that directing more capital investment 
into manufacturing will automatically 
improve the productivity performance 


of the low-income provinces.” 
According to Auer, it is likely that 


much of the remaining labour produc- 
tivity difference can be attributed to 
provincial variations in management 
practices and technology. There is 
evidence that the training of manag- 
ers varies among the provinces and 
that there are provincial leads and 
lags in the adoption of new technolo- 
gy. 

To illustrate that provincial varia- 
tions in labour productivity are real, 
and do not come from variations in 
prices paid for industrial output, Auer 
provides examples from the service 
sector among others. 


Service Sector 
Although the service industries 


account for over half of all employ- 
ment, in general no adequate meas- 
ure of their overall productivity 
performance is available. Some 
indicative measures however, are 
given for some subsectors. For exam- 
ple, the Income Maintenance Branch 
of the Department of Health and Wel- 
fare, which is responsible for the 

processing of millions of old age 
ee egiand (sland ee security and family allowance 
Nova Scotia 8,615 accounts, has successfully developed 
New Brunswick 9,138 efficiency and service measures for 
Quebec 10,362 about 85% of its operations. These 
Eitario en indicate significant variations in pro- 
eae ee ductivity performance among the 
Alberta 12,792 provinces: Ontario, Alberta, British 
British Columbia 12,283 Columbia and Nova Scotia with rat- 
Canada 11,194 ings of Ill%, 102%, 101% and 109% 
OO respectively rate higher than all the 


Note: Estimates for the total economy relate to 11 major industries: agriculture; forestry, fishing; other provinces. $ 
mining; manufacturing; construction; transport and utilities; trade, finance, insurance and 
real estate; community, business and personal services; and public administration. 

Source: Based on data from Statistics Canada. 


DIFFERENCES BETWEEN PROVINCIAL AND NATIONAL LABOUR 
PRODUCTIVITY LEVELS, BY PROVINCE, 1970-73 


Difference Between 
Provincial and 
National Labour 
Productivity 


Provincial and National 
Labour Productivity in 
Value Added 


Per Worker 
(Dollars) (Per cent) 


Total economy 


TL. Auer, Regional Disparities of Productivity 
and Growth in Canada. 


PUBLICATIONS OF THE ECONOMIC COUNCIL OF CANADA 


The Annual Review and Consensus Reports reflect the views of Council Members unless otherwise stipulated. 


Studies remain the personal responsibility of their author(s) and, as such, have not been endorsed by Council Members. 
The above publications can be obtained through Printing and Publishing, Supply and Services Canada, Ottawa KIA 0S9. 


Discussion Papers are also the sole responsibility of their author(s). They are available in limited number in the language of 
preparation through the Information Section, Economic Council of Canada, tel. (6/3) 993-359]. 


ONE CONFERENCE REPORT 


These Proceedings remain the personal responsibility of 
their authors, and, as such, have not been endorsed by 
Council members. 


Proceedings of the Workshop on the Political Economy of 
Confederation, the Institute of Intergovernmental Relations, 
Queen’s University, and the Economic Council of Canada. 
(Catalogue No. EC22-66/1979; $6.50 Canada, $7.80 Other 
Countries.) 


TWO STUDIES 


L. Auer, Regional Disparities of Productivity and Growth 
in Canada, Economic Council of Canada, (Catalogue No. 
EC22-62/1978; $4.25 Canada, $5.10 Other Countries). See 
page 5. 


J.M. Mintz, The Measure of Rates of Return in Canadian 
Banking, Economic Council of Canada, (Catalogue No. 
EC22-61/1978; $4.00 Canada, $4.80, Other Countries). 


Professor Mintz compares the before-and after-tax rates of 
return to shareholder’s equity earned by Canadian banks 
between 1967 — 1973 with the profit rates of firms in four 
other sectors: trust and loan corporations; the manufacturing 
industry; retail trade firms; and U.S. insured banks. He finds 
that Canadian banks showed higher profits than the firms in 
these sectors, and argues that this is the result of the market 
power exercised by the banks. 


ONE DISCUSSION PAPER 


No.l27, J-A. Boulet, L’évolution des disparités linguis- 
tiques de revenus de travail dans la zone métropolitaine 
de Montréal de /96/ a 1977. See page 1. 


ERRATUM 


An error was made on p.8 of Bulletin, Vol.3, no.1 with 
reference to Discussion Paper No. 124, S. Gera, P. Kuhn, An 
Econometric Analysis of Residential and Job Location 
Behaviour in a Metropolitan Area. The last sentence of the 
first paragraph should read: “‘The authors find that workers 
tend to choose their residential area by availibility or by 
preference, rather than by reference to the ‘transportation 
cost-housing cost’ trade-off.” 


The Regulation Reference 


The Council’s Regulation Reference will be issuing a peri- 
odic newsletter to keep the large number and variety of 
individuals, interest groups, firms and government depart- 
ments and agencies up-to-date on its activities. Appropriately 
titled “‘Update’’, the newsletter will be distributed every few 
months as the need arises, rather than on a fixed schedule. 
For further information on this publication, contact W.T. 
Stanbury, Director, Regulation Reference, Economic Council 
of Canada, P.O. Box 527, Ottawa, KIP 5V6, tel. (613) 993-0156 
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It does not necessarily reflect the views of Council Members. 
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Under the Act which created it in 1963 the Economic 


- Council of Canada was given a number of statutory respon- 


_ sibilities. Perhaps the main ones were: 


e regularly to assess, on a systematic and comprehensive 
_ basis, the medium-term and long-term prospects of the 

economy, and to compare such prospects with the poten- 

tialities of growth of the economy; 

e to study how national economic policies can best foster 

the balanced economic development of all areas of 

Canada; 

e to encourage maximum consultation and cooperation 

between labour and management; and 

e to seek full and regular consultation with appropriate 
_ agencies of the governments of the several provinces. 


The Council was required to publish an Annual Review 


dealing with these issues. Through its Review, its other major 


‘studies, and the authored studies it supports, and with its 
very broad mandate to undertake research, the Council was 
to fulfill its second major role of increasing public under- 
standing and encouraging public debate of major economic 


policy issues. 


During its early life a number of factors ensured a cordial 
environment for Council policy proposals. First, there was a 
distinct political need for independently considered, directed 
empirical research. There were few other non-governmental 
research agencies and hence, it was natural that the Council 
attracted the fairly undivided attention of an interested 


public. Moreover, there was evident need for government 
initiative on a number of fronts, and the Council led public 
Opinion in focussing its research and recommendations on 


these issues. 


The Chairman discusses... 


The Council — Past and Present 


Today, | need hardly point out that the economic and 
policy-making environment has dramatically changed. A sea 
change has also occurred in the research establishment in 
Canada. The Economic Council is no longer virtually alone in 
the field of economic analysis and advice. A number of lively, 
active and highly visible private institutions are thriving. The 
public, and policy-makers, can choose fairly from a rich menu 
of forecasts, policy analysis and economic advice. Indeed 
sometimes, in my darker moments, | fear we may all die one 
day of terminal econometrics, choking on our own statistics. 


In a time, such as we are experiencing, of relatively slug- 
gish growth the competitive strivings of special interest 
groups become more intense. Inflation and unemployment 
have bred uncertainty and insecurity. The earlier optimism 
and widespread sense of public confidence has waned; the 
sense of national purpose is now marked by doubts and 
scepticism. The years ahead will confront Canadians with 
difficult but not insurmountable decisions, and growth rates 
in per capita incomes significantly lower than we enjoyed only 
a few years ago. 


These changes in the economic climate in which the Coun- 
cil must operate made imperative the need for a re-examina- 
tion of its structure and functioning. This the Prime Minister 
asked me to do at the time of my appointment. My report 
was completed a few months ago and has recently been 
released by the Prime Minister’s Office. 


One of the more difficult aspects of the Council’s operation 
over the past few years has derived from its consensus mode 
of operation. The membership on the Economic Council has 
consisted of individuals appointed from among a wide range 


of interests, backgrounds and experiences. As Council mem- 
bers they serve a public interest, distinct from their private 
concerns. In general, and with some specific exceptions, they 
are expected to submerge the interests of the specific con- 
stituencies they represent, in favour of the broader purposes 
of the Council. This clearly puts some representatives in a 
difficult position. The consensus mode of operation of the 
Council meant that they were faced, from time to time, with 
the very difficult problem of setting aside their respective 
interests and agreeing with Council reports, portions of which 
might run counter to the expressed views or aspirations of 
their constituents. During the first 12 years of the Council’s 
existence, these problems were generally resolved, some- 
times rather uneasily, in the deliberations. The difficulty was 
particularly acute for representatives of organized labour, 
who are used to the adversary system of collective bargaining 
and who are directly accountable to their union members. 
The government’s decision in 1976 to adopt wage and price 
controls brought the issue to a head. Organized labour with- 
drew from several federal agencies, including the Council, 
and their withdrawal of representatives brought the questions 
of consensus and future membership into sharp relief. 


A re-examination of the Council’s role is now 
necessary 


Kenneth Arrow, the Nobel Prize winning U.S. economist 
has written that consensus represents an adequate subsitute 
for authority in decision-making in those cases wnere either 
all the participants are of like mind — which reduces the 
value of a Council as a focus of alternate perspectives and 
information — or where “sufficiently overriding commonly 
valued purpose”’ dominates the sources of dissent. In the 
early years of the Council, this appeared to be the case. 
Latterly, the special concerns of the individual members have 
made the achievement of consensus more difficult, and in 
Arrow’s terms, therefore less “‘efficient’’. 


Against this background of increasing disaccord and with 
fundamental differences of approaches evident even among 
professional economists, the consensus model for policy 
advice has begun to appear less feasible. Lord Melbourne, 
Queen Victoria’s first Prime Minister, is reported to have said 
at a Cabinet meeting “‘Now, is it to lower the price of corn, or 
isn’t it? It is not much matter which we say, but mind, we 
must all say the same’’. Cabinet solidarity is one thing; but it 
seems less appropriate to impose an obligation of complete 
and unqualified unanimity on an advisory body composed of 
people representing, even indirectly, a broad and diversified 
rage of potentially conflicting interests. 


This is not to say that the goal of consensus is not impor- 
tant. It is. Seeking consensus is, in fact, the main way of 
ensuring that the various and diverse bases of knowledge are 
brought to bear on particular issues. However, to the extent 
that consensus implies unanimity, it is likely to become an 
increasingly impractical concept for the future operation of 
the Council. 


In searching for ideas regarding the future evolution of the 
Council, | spent some time looking at the parallel forms of 
policy advisory groups in other countries. This search proved 
only modestly helpful. The federal constitution of Canada 
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tricities presents complications and challenges not encoun- 

tered or considered by most other nations which have under- 
taken consultative planning. However, the experience of West . 
Germany was perhaps the most relevant because of its” 
federal constitution, and diversified economy. 


together with its demographic, social, and geographic eccen- 
1 


West Germany, as you are probably aware, has employed 
what has come to be known as the “Conseil des Sages’”’ or 
“‘Wisemen’’ model whereby a continuing advisory group of 
economic experts is chosen to offer public review and com- 
mentary on the general setting of economic policy. In West 
Germany, the Council consists of five federally appointed 
members, all professional economists. Like its Canadian 
counterpart, this Council is required by law to prepare and 
publish an annual review of the economy, and may publish 
additional reports relating to other objectives. 


The West German Council, however, is forbidden by law 
from making policy recommendations. Instead the group of. 
experts is restricted to the production and reiteration of 
alternative policy approaches — an especially frustrating 
chore if, from a professional standpoint, there appears to be 
only one proper course of action. 


On the positive side, the West German format requires the 
government to submit the Council’s reviews to both houses 
of parliament ‘“‘without delay’, and within eight weeks the 
government must respond, stating its position with respect to 
the report. In Canadian terms this would, in effect, require the 
government to produce a Green Paper on economic policy 
each year in response to the publication of the Economic 
Council’s Annual Review. 


There were other reasons for rejecting the West German 
Council format as unsuitable for Canada. 


First, the small size of the German Council is not sufficient 
to permit even minimal representation of Canadian interests. 
Moreover, and perhaps my cynicism runneth over, getting 
any five eminent Canadian economists to agree on anything 
more controversial than the time of day (even here regional 
interests must be considered) is an awesome task. Moreover 
a concentration of academic brilliance does certainly not 
imply an equal familiarity with practical affairs or the realities 
and constraints faced by policy makers. 


Consensus implying unanimity is increasingly 
impractical 


As appealing, therefore, as the idea of a small, professional 
“Conseil des Sages” appeared at the outset of my explora- 
tion, it did not on reflection strike me as a useful model for 
Canada. | felt that the present structure, comprising three 
full-time directors, all professional economists, as well as up 
to 25 part-time members would permit the Council to esfab- 
lish what might be referred to as “‘windows of perception” on 
the various economic sectors, regions, social science disci- 
plines and other facets of our multi-dimensional, extraor- 
dinarily diverse and pluralistic society. 


One may well ask — so what’s new? The answer is — 
nothing radical but some important changes in emphasis and 
direction. First, it is now made clear to all the part-time 
members that they should be prepared to sit as individuals. | 


This means that agreement on findings and policy recom- 
mendations in Council will be based on the underlying 
research evidence and on the individual experience and 
views of the Council members, and not on pre-determined 


constituency positions. The wide variety of backgrounds of 
the individual members should enable the Council’s “win- 


dows of perception” to probe the shadows as well as the light 
_ in both directions, channelling insights to and from the Eco- 
nomic Council. Where possible in its recommendations, the 
_ Council will aim for consensus but differences of view will be 
. _ expressed by written, reasoned dissent. 
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| Second, it is essential that the public or part-time member- 
_ ship should include a core of professional economists of the 
_ highest standing. This is, in part, in keeping with the ‘‘Conseil 
E des Sages” model, but in the Economic Council they would 
have a dual function: in addition to their normal activities as 
members of the Council, they would help to guide and to 
& safeguard the high standards of research on which the Coun- 
% cil must depend for acceptance as a professionally authorita- 
_ tive body. 


Third, it is essential, in my view, to secure a more active 
commitment to the work of the Council among the part-time 
Pe members by involving them more directly in the formulation 
and guidance of research programs and projects. This is, 
_ indeed, a fairly radical change in the mode of operation. We 
are seeking to achieve this by the use of Advisory Subcom- 
mittees of Council, chaired by a member, and always includ- 
ing one permanent member. Some of the subcommittees 
_ include outside experts. At the present time, such subcom- 
_ mittees have been established for the two study “‘references”’ 
% which stemmed from the February (1978) First Ministers’ 
on Conference (the Regulation Reference and the Centre for the 
- Study of Inflation and Productivity), for the study of the 


~ Council Members should sit as individuals 
___ So much for the Council’s structure and mode of opera- 
- tion. As to its future role, again | see no radical transforma- 
_ tion but a need for adaptation to the changing environment. 
_ The Council has, and must continue to serve as a vehicle for 
_ the communication of ideas, and perspectives, and to do this 
_ it must be visibly independent of government involvement in 
its activities. This was made clear by the First Chairman of 
om the Council, Dr. John Deutsch, who refused to allow Council 
participation in the meetings of the cabinet committee on 
_ finance, on the grounds that it would compromise the Coun- 
 cil’s independance. | have no wish — nor does the Council — 
z to turn back from the path which John Deutsch chose, even if 
_ it were possible to do so. Independence, however, should not 
_ mean isolation. It does not require us to operate in such a 
state of cloistered virginity that we are out of touch with the 
Ongoing activities of governments and their agencies. | 
believe very strongly that it would be desirable for repre- 
a sentatives of the Council to meet at fairly regular intervals, 
~ with a Committee of Cabinet; Council members should also 
meet with opposition parties as requested. Moreover, the 
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views of the Council must be more effectively and directly 
conveyed to the various levels of government. 


In terms of our relations with Parliament as a whole, | have 
strongly recommended that consideration be given to the use 
of a parliamentary committee — existing or newly created — 
to discuss major Council documents, especially Annual 
Reviews, on the occasion of a thorough airing of medium- 
term economic policy issues. To enhance this discussion 
would probably require expert staff for the Committee, and 


should include the power to call upon other members of the 
research community. 


Council membership should include economists 


The channels of communication, both formal and informal, 
between the Council and provincial governments must also 
be greatly strengthened. Major areas of economic policy are 
in the provincial domain. Thus | would hope, for example, that 
the Council will continue to provide services to provincial 
governments through the use of joint federal/provincial refer- 
ences on specific problems of provincial interest but which 
affect the economy as a whole. The Council must seek to 
establish itself as a national institution, not a federal body. 
The two permanent directors and | have been visiting the 
Provincial governments and have started discussions with the 
Premiers or Cabinet Ministers to explore avenues for com- 
munication and cooperation. | have been very encouraged by 
their enthusiasm for the work of the Council and its credibility 
in dealing with the hard economic realities of our time. In 
addition, we will be regionalizing our Conference and seminar 
programs and our Council meetings. 


We will, as well, be reaching out in our public education 
efforts to special groups — business, consumers, students, 
labour — and will have to be more sophisticated in the 
design of our communication program. We must explore a 
new range of techniques to reach a variety of audiences 
whose interest in our work is selective. 


A parliamentary committee should discuss 
Council documents 


Finally, as an economist, | strongly believe in the principles 
of specialization and comparative advantage. | have noted 
the addition to the Canadian research scene of a number of 
new institutions. Some serve special interests, others serve 
special purposes. The Council is communicating and coope- 
rating with these bodies in order to enrich each other’s 
information and to avoid unnecessary research duplication. 
But we have a clearly defined niche of our own. Our mandate 
lies in the medium-term, and in the depth and impartiality of 
our findings. We have, in relative terms, sizeable resources, 
although | could cite not a few departments of government 
with many more economists than on the Council’s regular 
staff. We are re-designing our entire research program — 
selecting a limited number of specific areas, which we plan to 
probe in depth — in other words we are specializing. We are 
planning to develop in a far more systematic fashion than in 
the past, our links with the universities and with researchers 
in government and private institutions in Canada and interna- 
tionally.We want, too, to engage in more effective manpower 
exchange. Each major research field is being reviewed by 
working groups of experts and policy-makers from Canada 
and abroad before project plans are finalized. 


Council Achievements 


These changes can and will, | believe, improve the useful- 
ness of the Economic Council. But there is one nagging 
question that won’t go away. That is, “Does such an agency, 
by conducting applied economic research, however good, 
however relevant, contribute positively to the formation of 
public policy?”’ | wish | could give you a resounding yes as an 
answer, but | must be honest and say that |, for one, do not 
understand well the role of social science research and 
researchers in affecting decision-makers and policy choices. 


Nonetheless, there is no doubt in my mind that the Council 
has made an impact and is continuing to make an impact on 
public decisions in this country. Not necessarily directly, but 
over time, the Council’s findings and recommendations have 
left their mark. What is the record? 


In the early Reviews the Council recommended the intro- 
duction of comprehensive manpower policies to increase the 
occupational training and mobility of Canadians. The federal 
government established a Department of Manpower for this 
very purpose. 


The Council urged increased educational investment; and 
the federal government, with the provinces, embarked on 
shared cost post-secondary education programs which now 
see proportionately more Canadian young people getting 
advanced education than do the young in almost any other 
western nation. 


The Council recommended the enrichment and coordina- 
tion of initiatives in Canada’s lagging regions and this was 
followed by the federal establishment of the Department of 
Regional Economic Expansion. 


The Council’s recommendations on competition policy in 
Canada were followed by the creation of the Department of 
Consumer and Corporate Affairs and federal support for 
consumer activism. 


More recently, the Council’s recommendation in People 
and Jobs to recombine the offices of the Unemployment 
Insurance Commission and the Canada Manpower Centers 
and to use “topped up” UIC benefits in a major job creation 
thrust have been followed by precisely those measures. 


The Council’s recommendations to increase competition, 
and improve the payment system in the banking industry 
have helped shape the considerations of the revisions to the 
Bank Act that are now taking place. 


The Council’s commercial policy findings andrecommend- 
ations form a basic backdrop to Canada’s GATT negotia- 
tions, still underway. And while the Council’s recommenda- 
tion for a major industrial adjustment program for the 1980s 
was only recently made, you can bet that at some time in the 
post GATT period, some such initiative will be necessary to 
promote the redeployment of workers to productive and 
competitive enterprises. 


I’m not saying that these things would not happen or have 
happened without the Council’s advice, or that all our recom- 
mendations are acted on. That would be silly: for an econom- 


ic advisory body is just that, an advisory body. Politicians 
must bear the ultimate responsibility, and governments must 
weigh factors other than economic ones in making their 
decisions. But the analytic work is thorough, the findings 
clear the air, and the advice is listened to. It is listened to 
because of its impartiality and its independence. 


Some have suggested that the consensus process which | 
have described has diluted the Council’s recommendations 
to the point of irrelevance. The search for common ground 
always curtails some ingenuity. It tends to preclude the radi- 
cal solution, and it may give a somewhat ponderous tone to 
the result. Other voices may be more original and more shrill. 
But will their message endure? | think the Council’s messages 
have. Are the recommendations feeble? Well, you can make 
your own judgement, but | don’t regard $2 billion tax cuts, or 
a $4 billion industrial adaptation expenditure program over 15 


os 
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years, or some of the other recommendations that I’ve — 


described, as being feeble. Imprudent if you like, but not 
feeble. 


And what of our other role, to raise the level of public 
consciousness on major issues of the day? | think there we 
can take some satisfaction, although as | have already said, 
we must do better. Over the past few years, for instance, the 
Council has issued, in addition to its Annual Reviews, major 
studies on commercial policy, regional disparities, labour 
markets, banking policy, international development, and it 
will soon be releasing one on the whole field of pensions. It 
has published close to one hundred authored research stud- 
ies and about I30 discussion papers in addition to sponsoring 
or co-sponsoring conferences on issues such as industrial 
adaptation, confederation and, this spring, on income distri- 
bution. And the Council’s bi-monthly Bulletin reaches a wide 
audience of interested business and community organiza- 
tions. Our reports on commercial policy and labour markets 
are used as text-books in universities across the country and 
| am pleased to say that the Eighth Annual Review, Design for 
Decision Making, has been used world-wide and has been 
translated into at least seven languages. How credible is the 
Council? Well | take it as a measure of our credibility that the 
Council of Maritime Premiers would call upon Council staff to 
help assess the issue of unemployment and income support 
policies in that region. And that following the release of the 
study on regional disparities, Premier Moores of Newfound- 
land would ask the Prime Minister to have the Council under- 
take a detailed examination of the economic potential of his 
province. | take it as a measure of confidence that the 
provincial premiers unanimously requested that the Council 
be asked to examine the effects of regulations on the eco- 
nomic performance of the country, and — more significantly 
since it represented a switch from what was being proposed 
by the Federal government — they entrusted the Council with 


the task of monitoring the post-controls inflationary situation. - 


But before | conclude let me return to my nagging query 
about the relationship of social science research and policy- 
making by raising a more fundamental question — that of the 
validity and reliability of present social science research. 
Robert Aaron of Brookings has observed the ‘‘...collapse of 
the intellectual consensus...’”’ on how to deal with major 
matters of policy. This he attributes in part to the fact that, in 
his words, “‘one can be fairly confident that at any given time 
there will co-exist several theories consistent with any given 


set of facts...” Aaron asks despairingly, “what is any ordinary 
member of the tribe to do when the witch doctors disagree?”’ 
Perhaps the greatest danger, which Aaron does not explore, 
is that in a period of great uncertainty and rapid change, the 
“ordinary member of the tribe’ becomes ever more hungry 
for answers, starving for guaranteed prophesy, impatient with 
qualification and skepticism. There is, today, as George 
Steiner has said, a powerful nostalgia for the absolute. Those 
| economists who peddle the economic equivalent of laetrile 
_ are becoming increasingly popular. Perhaps it’s fitting to end 
with a quote from Lord Keynes: 


A General Outline 


Plans for its future core research program have recently 
been developed by the Economic Council of Canada. The 
new research strategy, designed after discussions with Coun- 
_ cil staff and members, with other economic research organi- 
- zations and with provincial governments, is guided by the 
_ following principles and considerations: 


-the Council should concentrate its research activity on a 
limited number of major economic policy problems, to 
promote a better understanding of problems and of poli- 
cies in a medium-term context. 
-the Council should take a broad view of its mandate. It 
should serve the private sector as well as all governments 
in Canada, provincial as well as federal. In addition, it 
should be sensitive to regional problems. 
-the Council should not be engaged in short-run analysis 
and the offering of short-term advice to governments, 
except in the context of medium and longer-term pros- 
pects and objectives. 
-the Council should emphasize the need for effective com- 
munication with the target audiences of decision-makers 
and opinion-makers, and people interested in public 
affairs. 
-the Council’s work must be directed towards making a 
contribution to economic policy issues. To this end, each 
major project should aim to produce a definitely scheduled 
“consensus’”’ document. 
-the Council should involve peer groups of researchers and 
policy analysts in the planning process of its research. 
-the Council’s research work should continue to involve 
outside professionals, but the Council’s policy advice 
¥ should be primarily the responsibility of the Council as a 
whole. 


Structure of Council Research 


; 
al 
7 In general terms, a period of about two or three years is 
envisaged as the time span for Council research projects. 


| suggest therefore that progress lies in the growth and the recog- 
nition of semi-autonomous bodies within the state — bodies whose 
criterion of action within their own field is solely the public good as 
they understand it, and from whose deliberations motives of private 
advantage are excluded... — bodies which in the ordinary course of 
affairs are mainly autonomous within their prescribed limitations, but 
are subject in the last resort to the sovereignty of the democracy 
expressed through Parliament. S 
ww 


Excerpts from a speech given at Carleton University on February 5th, 1979 


|The Council's New Research Program 


Research staff will be re-assigned on completion of each 
project in order “‘to keep up interest and freshness of work 
and to match skills to changing project needs.’’ The Council 
will, however, carry out shorter-term, exploratory work when 
the need for it arises. 


Conferences and Seminars 


The Council proposes to continue its involvement in confer- 
ence and seminar activity in order to further the design, 
preparation and communication of its work. Over the next 
two years, the following conferences and seminars are 
scheduled: 


-a series of research planning workshops and seminars, to 
keep the Council and other policy analysts in touch with the 
latest professional work in the areas of the Council’s 
activities. 

-research ‘‘stock-taking conferences’, such as the May, 
1979 Council-sponsored conference of research workers on 
incomes. 

-joint conferences with other organizations in areas in 
which the Council shares knowledge and responsibility. 
One example is a Conference on management planned 
jointly by the Council and the Federation of Deans of 
Schools of Business and Administrative Studies. 
-workshops, on a regional basis, in which major Council 
Consensus Reports (such as the upcoming study on Retire- 
ment Incomes) will be debated and discussed with interest- 
ed groups in the private sector. 


The Chairman, the Directors and the staff of the Council 
will continue to participate as speakers, panel members and 
discussants in conference activities organized by other 
bodies. The intention, is to relate these activities closely to 
Council concerns, rather than to more general topics. a 


New Project Areas 


The major project areas which have been designated for 
future research at the Economic Council are: the Annual 
Review; The CANDIDE model; Labour Markets and Socio 
Economic Research; Growth and Productivity; Micro-eco- 
nomic studies on Technological Change and Productivity and 
Growth; Financial Markets; and Regional Studies. 


Annual Review 


The Reviews are expected to be smaller volumes, more 
clearly dealing with medium-term issues, and focusing on one 
or two main subjects. They will be based on careful, in-depth 
anaylses which may also be published as research studies or 
papers. Reviews will be written in a manner designed to 
communicate effectively to a general audience. 


The main feature planned for the Sixteenth Review is ‘‘the 
climate for saving and investment.’’ Both quantitative and 
qualitative aspects will be considered. As required by the 
Council’s Act, the Review will also contain an account of 
performance and a view of prospects with the emphasis on 
the medium-term. 


The complete redesign and refit of the CANDIDE model is 
now nearing completion. Over the coming months, extensive 
efforts will be made to discuss the model’s capabilities with 
researchers in governments and the private sector. It is 
expected that the model will be a useful tool for both Council 
staff and outside groups. 


CANDIDE 


The CANDIDE group is undertaking various research stud- 
ies with the new model, including an examination of the 
mechanisms by which inflation is transmitted, focussing on 
international influences; the workings of fiscal and monetary 
policies; implications of investment incentives for economic 
growth; and the ways in which the changes in population size 
and structure can affect growth. 


Labour Markets and Socio-economic 
Research 


A set of studies are being planned which will deal with 
labour markets and manpower and industrial relations poli- 
cies. The major results of this work would appear in a 
consensus document. As well, this group will continue its 
research studies on social security programs and the eco- 
nomics of income and wealth distribution. 


Growth and Productivity 


While detailed planning in this area is at a preliminary 
stage, it is expected that the project would analyse Canada’s 
growth and productivity performance over the last two 
decades or so, look at major factors bearing upon growth in 
the 1980s, and recommend policies for improving growth 


vi 


performance in the coming decade. It would concentrate on 
further disaggregation and refinement of capital inputs, on — 


linking up with industrial sector analysis and on capital 
utilisation. 


Microeconomic Studies of Technological 
Change, Productivity and Growth 


The purpose of this project is to develop research which 
will allow the Council to play an important role in the on- 


going dialogue on industrial policy issues. The focus of the — 
project will be on policies which affect the development of © 


innovations, the rate of application of new technology in 


Canadian industry, and the improved international competi- — 


tiveness of Canadian firms. 


Examples of the issues to be analysed would include the 
identification of economic factors affecting technological 
change and productivity improvements among plants and 
firms both within and among different Canadian industries; 
the role of multinational enterprises in the development and 


utilization of technology and innovations in Canada; and the © 


factors affecting the international competitiveness of Canadi- 
an firms. 


Financial Markets 


The planning for this program has just begun. It is pro-— 


posed that it should be centralized around a main theme, 
such as the relationship between the financial system and 
economic growth in Canada. 


The research would try to indicate how financial institutions 
and markets might have to evolve over the coming decade or 
so to allow for such factors as demographic changes, 
changes in financial asset structure, shifts in industrial struc- 
ture, the operation of international financial markets and the 
growing importance of foreign banks in Canada. It is expect- 
ed that there would be work as well on Federa-Provincial 
aspects of the system. 


Regional Studies 


The purpose of this program would be to add to the © 


national understanding of the regional functioning of the 
Canadian economy. It would not be restricted to locking at 
regional disparities only, but would study the regional econo- 


mies in a more comprehensive way, by looking at factors © 
such as productivity, regional aspects of changes to the | 
population structure, natural resources and interregional | 
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development. 
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